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Foreword
$VWKLVUHSRUWPDNHVFOHDUGRJPDWLFEHOLHILQWKHUHODWLYHHI¿FLHQF\RULQHI¿FLHQF\RIWKHSXEOLFRU
SULYDWHVHFWRUVDUHSRRUVXEVWLWXWHVIRUHYLGHQFHDQGDQDO\VLV:KDWPDWWHUVLVZKDWZRUNVDQGWKH
HYLGHQFHLVWKDW$XVWUDOLD¶VV\VWHPRISXEOLFDGPLQLVWUDWLRQZRUNVUHDVRQDEO\ZHOO
7KHFRVWRI DOO WKUHH OHYHOVRI$XVWUDOLDQJRYHUQPHQW DVDSHUFHQWDJHRIRXUQDWLRQDO*'3 LV
DPRQJVWWKHORZHVWLQWKHGHYHORSHGZRUOG,WLVDOVRVXEVWDQWLDOO\ORZHUWKDQWKHFRXQWULHVZH
WUDGLWLRQDOO\PHDVXUHRXUVHOYHVDJDLQVWLQFOXGLQJWKH868.&DQDGDDQG1HZ=HDODQG3XEOLF
VHFWRU HPSOR\PHQW DV SHUFHQWDJH RI WRWDO HPSOR\PHQW KDV VWD\HG UHODWLYHO\ FRQVWDQW IRU WKH
ODVWWHQ\HDUVDQGKDVIDOOHQVLQFHWKHV$QGWKHµSURGXFWV¶RIWKHSXEOLFVHFWRULQ$XVWUDOLD
LQFOXGLQJ RXU HGXFDWLRQ DQG KHDOWK VHUYLFHV DQG RXU WDUJHWHG VRFLDO VHFXULW\ V\VWHP KDYH
SURGXFHGVRPHRIWKHEHVWRXWFRPHVLQWKHZRUOG
+RZHYHUQRQHRIWKLVLVWRDUJXHWKDWZHVKRXOGEHEOLQGWRWKHSRWHQWLDOIRULPSURYHPHQWVLQ
WKHZD\SXEOLFDGPLQLVWUDWLRQIXQFWLRQV7KLVUHSRUWKLJKOLJKWVDQXPEHURIH[DPSOHVZKHUHWKH
LPSOHPHQWDWLRQRIRQHGLPHQVLRQDOLGHDVDERXWHI¿FLHQF\KDYHFRPHDWDYHU\VXEVWDQWLDOFRVW
%XWDFURVVDOOWKUHHGH¿QLWLRQVRIµHI¿FLHQF\¶WKHUHLVURRPIRUXVWRGREHWWHU
0\H[SHULHQFHDW6WDWHDQG&RPPRQZHDOWKOHYHOVLVWKDWPRVWSXEOLFDGPLQLVWUDWRUVDUHNHHQO\
DZDUHRIWKLVQHHGWRGREHWWHU,QSDUWWKLVLVEHFDXVHWKH\VHHWKHLQHI¿FLHQFLHVFDXVHGE\WKH
µSURJUDPPDWLFFRQIHWWL¶WKDWKDVEHHQVSULQNOHGDFURVVFRUHJRYHUQPHQWIXQFWLRQVE\VXFFHVVLYH
ZDYHVRISROLWLFDOOHDGHUVKLSRIWHQZLWKOLWWOHHYLGHQFHRURXWFRPHVWRVKRZIRULW
,W LV WR&3'¶VFUHGLWDVD WKLQNWDQNWKDW WKLVUHSRUWDOVR LGHQWL¿HV LGHDV
DERXWKRZ LPSURYHPHQWV FRXOGEHPDGH DV RSSRVHG WR MXVWGHVFULELQJ
WKH SUREOHPV 7KH DUHDV KLJKOLJKWHG LQFOXGLQJ UHGXFLQJ ULVN DYHUVLRQ
EHWWHUSHUIRUPDQFHPDQDJHPHQWV\VWHPVDQGLPSURYLQJWKHUHODWLRQVKLSV
EHWZHHQ0LQLVWHULDORI¿FHVDQGVHQLRUSXEOLFVHUYDQWVDOOULQJWUXHLQP\
H[SHULHQFH
)RUH[DPSOHZHNQRZWKDWLQFUHDVHGULVNDYHUVLRQOHDGVWRPRUHFRPSOH[
DQGSUHVFULSWLYHSURFHVVDQGUHJXODWLRQV,WLVDOVRFOHDUWKDWSRRUSXEOLF
VHFWRU SHUIRUPDQFH PDQDJHPHQW V\VWHPV HQG XS UHZDUGLQJ UHODWLYHO\
XQSURGXFWLYH ZRUN 7KHUH DUH DOVR D QXPEHU RI H[DPSOHV ZKHUH D
EUHDNGRZQLQWKHUHODWLRQVKLSEHWZHHQ0LQLVWHU¶VRI¿FHVDQGVHQLRUSXEOLF
VHFWRUVWDIIKDVUHVXOWHGLQFRVWO\SXEOLFSROLF\PLVWDNHV
0XFKRIWKLVLVWKHUHVXOWRIDFRPSOH[LQWHUSOD\EHWZHHQSROLWLFDOOHDGHUV
WKH FRPPXQLW\ DQG SXEOLF DGPLQLVWUDWRUV ZLWK HDFK JURXS SHUFHLYLQJ
WKHLUDFWLRQVWREHUHDVRQDEOH,IWKHFRPPXQLW\UHIXVHVWRDFFHSWDQ\ULVNWKHQSROLWLFLDQVZLOO
UHVSRQGWRWKRVHGHPDQGV,ISXEOLFVHFWRUSHUIRUPDQFHPDQDJHPHQWEHFRPHVRYHUO\HQJLQHHUHG
 dogmatic belief in the 
relative efficiency or 
inefficiency of the public 
or private sectors are poor 
substitutes for evidence and 
analysis. What matters is 
what works... 
False Economies
6
DQG SUHVFULSWLYH WKHQ SXEOLF VHUYDQWV ZLOO IRFXV RQ RXWSXWV DQG QRW RXWFRPHV ,I 0LQLVWHUV
DUHHQFRXUDJHGWRVWRSVHHLQJWKHLUGHSDUWPHQWVDVDVRXUFHRILPSDUWLDODGYLFHWKH\ZLOOVWRS
OLVWHQLQJWRLW
(YHQDEULHIUHÀHFWLRQZLOOVKRZWKHUHDUHQRWTXLFNDQGHDV\VROXWLRQVWRWKHVHSUREOHPVDQGLW
ZLOOWDNHFKDQJHDPRQJVWDOOWKUHHJURXSVWRVKLIWPLQGVHWVDQGH[SHFWDWLRQV
%XWLWLVDOVRZRUWKUHPHPEHULQJWKDWWKHUHVXOWVRIVWUDWHJLFSXEOLFVHFWRUUHIRUPFDQEHYDVWO\
PRUH VLJQL¿FDQW WKDQD IHZ LQSXW VDYLQJV3UHYLRXVZDYHVRI VWUDWHJLFSXEOLF VHFWRU UHIRUP LQ
$XVWUDOLDKDYHLQFUHDVHGQDWLRQDOSURVSHULW\E\VLJQL¿FDQWO\ERRVWLQJ*'3DVZHOODVE\LPSURYLQJ
WKHGHOLYHU\RIVHUYLFHV
7KHWUXHSROLF\VFHSWLFLVLQWHUHVWHGLQUDWLRQDODQDO\VLVDQGHYLGHQFHEDVHGLQTXLU\7KLVUHSRUW
SURYLGHVVRPHRIWKDWDQDO\VLVDQGHYLGHQFHDVZHOODVEHLQJDUHPLQGHUWKDWWRRPXFKGLVFXVVLRQ
DERXWWKHSXEOLFVHFWRUUHPDLQVEDVHGRQLGHRORJ\SDUWLVDQFDQWDQGPLVSHUFHSWLRQ
Terry  Moran  AC  
President,  Institute  of  Public  Administration  Australia
 The results of strategic 
public sector reform can be 
vastly more significant than 
a few input savings. Previous 
waves of strategic public 
sector reform in Australia 
have increased national 
prosperity by significantly 
boosting GDP... 
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Main Points
(YHU\$XVWUDOLDQQHHGVWRXQGHUVWDQGZKDWSROLWLFLDQVDUHWDONLQJDERXWZKHQWKH\VSHDNRIWKH
µHI¿FLHQF\¶RIJRYHUQPHQW:K\VKRXOGZHFDUH"%HFDXVHWKLVLVRXUPRQH\EHLQJVSHQWRQXVDQG
WKHWKLQJVWKDWPDWWHUWRXV7KLVUHSRUWH[SORUHVWKHLPSOLFDWLRQVRIWDNLQJWKHFRQFHSWRIHI¿FLHQW
JRYHUQPHQWVHULRXVO\,WORRNVDWZKDWHI¿FLHQF\LVKRZHI¿FLHQWRXUJRYHUQPHQWRUJDQLVDWLRQV
DUHDQGFRQVLGHUVZD\VLQZKLFKHI¿FLHQF\FDQJHQXLQHO\EHLPSURYHG
&KDSWHUDQXSGDWHGYHUVLRQRI WKH'HFRGLQJHI¿FLHQF\ UHSRUW WUDQVODWHV WKH MDUJRQXVHG LQ
HFRQRPLFGHEDWHVDERXWWKHHI¿FLHQF\RIJRYHUQPHQW1,WVHWVRXWDFOHDUGH¿QLWLRQRIHI¿FLHQF\
DVLQFOXGLQJ
» 7HFKQLFDOHI¿FLHQF\GRLQJWKHPRVWZRUNZLWKWKHIHZHVWUHVRXUFHV
» $OORFDWLYHHI¿FLHQF\DOORFDWLQJ\RXUUHVRXUFHVWRWKHULJKWSODFHGRLQJWKHULJKWMRE
» '\QDPLFHI¿FLHQF\EHLQJDEOHWRXVHQHZWHFKQRORJLHVDQGDGRSWQHZZD\VRIRSHUDWLQJ
7KHFKDSWHUWKHQH[DPLQHVKRZPLVXQGHUVWDQGLQJHI¿FLHQF\LQJRYHUQPHQWFDQOHDGWRWZRHUURUV
» ,QDSSURSULDWHFXWVWKDWHQGXSFRVWLQJPXFKPRUHWKDQWKH\VDYH&XWVDUHPDGHHYHQ
ZKHQ WKH QHJDWLYH FRQVHTXHQFHV RI WKH FXWV RXWZHLJK WKH VDYLQJV 7KLV LV EHFDXVH WKH
FXWVWRIXQGLQJRUVWDIIDUHHDVLO\PHDVXUHGDQGUHFHLYHVWURQJPHGLDDWWHQWLRQEXWWKH
UHVXOWLQJUHGXFWLRQLQVHUYLFHTXDOLW\RUDFFHVVLELOLW\LVPRUHGLI¿FXOWWRTXDQWLI\DQGQRW
DVQRWLFHDEOH
» ,QDSSURSULDWH SULYDWLVDWLRQ RU RXWVRXUFLQJ 0DUNHWGULYHQ VROXWLRQV DUH VRXJKW HYHQ
ZKHQWKHUHDUHFRQGLWLRQVSUHVHQWWKDWZLOOSUHYHQWDPDUNHWIURPGHOLYHULQJHI¿FLHQF\
6L[UHDVRQVZK\PDUNHWVFDQIDLOWRGHOLYHUDUHGHVFULEHG
7KHPDLQPHVVDJHRIWKH¿UVWFKDSWHULVWKDWDVRXQGXQGHUVWDQGLQJRIHI¿FLHQF\LVQHHGHGLQ
SXEOLFGHEDWHVRQZKDWVHUYLFHVWRIXQGDQGZKHWKHUWKHLUGHOLYHU\VKRXOGEHRXWVRXUFHGRUQRW
LQRUGHUWRHQVXUHZHDUHJHWWLQJSXEOLFYDOXHIRUSXEOLFPRQH\
&KDSWHUDQXSGDWHGYHUVLRQRIWKHBang  for  our  bucksUHSRUWH[DPLQHVWKHHYLGHQFHRIWKH
HI¿FLHQF\ RI $XVWUDOLD¶V SXEOLF VHFWRU2 ,W FRPSDUHV WKH $XVWUDOLDQ SXEOLF VHFWRUZLWK WKRVH LQ
VLPLODUFRXQWULHVDQGFRQFOXGHV WKDW WKH$XVWUDOLDQSXEOLFVHFWRU¶VHI¿FLHQF\ LVDERYHDYHUDJH
DPRQJVWWKHYHU\EHVWLQWKH2UJDQLVDWLRQIRU(FRQRPLF&RRSHUDWLRQDQG'HYHORSPHQW2(&'
2XUSXEOLFVHFWRUWXUQVVPDOOUHVRXUFHVLQWRELJUHVXOWV LWVHIIRUWVDUHZHOOWDUJHWHGDQGLWKDV
DGDSWHGUHODWLYHO\ZHOOWRVXVWDLQWKLVSHUIRUPDQFHRYHUGHFDGHV
7KHFKDSWHUWKHQFRPSDUHV$XVWUDOLDQSXEOLFVHFWRUSHUIRUPDQFHZLWKWKHSULYDWHVHFWRU7KHUH
DUHVLJQL¿FDQWGLI¿FXOWLHVLQYROYHGLQVXFKDFRPSDULVRQEXWWKHHYLGHQFHDYDLODEOHLQGLFDWHVWKDW
WKHWZRVHFWRUVKDYHDVLPLODUOHYHORIHI¿FLHQF\+RZHYHUWKHUHODWLYHHI¿FLHQF\RIWKHWZRVHFWRUV
LQDQ\SDUWLFXODUFDVHZLOOYDU\GHSHQGLQJRQDFWLYLWLHVDQGRUJDQLVDWLRQVVLQFHWKHOLPLWHGGDWD
DYDLODEOHSRLQWVWRWKHFRQFOXVLRQWKDWHDFKGRHVGLIIHUHQWMREVEHWWHU
7KH¿UVWWZRFKDSWHUVLQFOXGHYLJQHWWHVGUDZQDQGXSGDWHGIURPWKHDoing  less  with  lessUHSRUWWR
LOOXVWUDWHWKHLPSDFWVRILQFUHDVLQJRUUHGXFLQJWKHUROHRIJRYHUQPHQW37KH¿UVWWZRDUHH[DPSOHV
RIJRYHUQPHQWLQYHVWPHQWVDYLQJPRUHWKDQLVVSHQWDQGWKXVVKRZWKHSRWHQWLDO ORVVHVIURP
FXWV7KHQH[WWZRKLJKOLJKWWKHLPSDFWRISXEOLFVHFWRUDGYLFHUHVHDUFKDQGOHDGHUVKLS7KH¿QDO
YLJQHWWHFRPSDUHVSULYDWHDQGSXEOLFVHFWRUHI¿FLHQF\,QVXPPDU\WKHVHYLJQHWWHVVKRZWKDW
» ,QR4XHHQVODQGLQYHVWHGPLOOLRQLQWRPDLQWDLQLQJLWVSXEOLFZRUNVVNLOOFDSDFLW\
DW D KLJKHU OHYHO WKDQ WKDW RI 9LFWRULD (YLGHQFH VXJJHVWV4XHHQVODQGPD\ KDYH VDYHG
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QHDUO\WKUHHWLPHVWKLVDPRXQWDURXQGPLOOLRQE\GUDZLQJRQWKLVH[SHUWLVHDQG
FDSDFLW\WRHQVXUHEHWWHUPDQDJHPHQWRISXEOLFZRUNV
» 6\GQH\WUDLQVVDYHFDUFRPPXWHUVPLOOLRQVRIGROODUVHDFK\HDUE\UHGXFLQJFRQJHVWLRQ
7KHFRQJHVWLRQUHGXFWLRQDOVRDYRLGVPLOOLRQWRQQHVRIFDUERQHPLVVLRQVDQGUHGXFHV
FRPPXQLW\ KHDOWK FRVWV IURP DLU SROOXWLRQ E\PLOOLRQV RI GROODUV16: LQYHVWV 
PLOOLRQD\HDULQUDLOVXEVLGLHV7KRVHVXEVLGLHVKHOSJHQHUDWHEHQH¿WVWRUDLOFRPPXWHUV
FDUFRPPXWHUVDQGWKHZLGHUFRPPXQLW\IURPWUDLQVWRWDOOLQJDWOHDVWPLOOLRQD
\HDUHYHQZLWKRXWWDNLQJLQWRDFFRXQWOHVVGLUHFWO\REVHUYDEOHDGYDQWDJHV
» :LWKRXWWKH¿VFDOVWLPXOXVSDFNDJHGHVLJQHGE\SXEOLFVHUYDQWVDQGHQDFWHGGXULQJWKH
*OREDO)LQDQFLDO&ULVLV$XVWUDOLD¶VHFRQRPLFJURZWKZRXOGSUREDEO\KDYHEHHQQHJDWLYH
IRUWKUHHFRQVHFXWLYHTXDUWHUV7KHVWLPXOXVSDFNDJHSUHYHQWHGDUHFHVVLRQDQGKHOSHGWR
HQVXUH$XVWUDOLD¶VHFRQRP\GLGQRWVKULQNE\VRPH$8'ELOOLRQLQ6XFKVKULQNDJH
ZRXOGKDYHFUHDWHGVLJQL¿FDQWZDVWHWKURXJKPLVVHGRSSRUWXQLWLHVIRUSURGXFWLYHXVHRI
H[LVWLQJFDSLWDODQGODERXUPHDQLQJWKDWWKHVWLPXOXVSDFNDJHJUHDWO\DLGHGWKHHI¿FLHQF\
RIWKHHFRQRP\DVDZKROH
» /HDGLQJ WKH FRQVWUXFWLRQ RI WKH1DWLRQDO%URDGEDQG1HWZRUN 1%1 DV DOO WKHPDMRU
SDUWLHVKDYHDFFHSWHGLVDMREEHVWGRQHE\JRYHUQPHQW
» 5HVHDUFKXQGHUWDNHQ E\ WKH3URGXFWLYLW\&RPPLVVLRQ D SXEOLFO\ IXQGHG UHVHDUFK DQG
DGYLVRU\ERG\ IRU WKH)HGHUDO*RYHUQPHQWKDVVKRZQSXEOLFDQGSULYDWHKRVSLWDOVDUH
VLPLODUO\HI¿FLHQWEXWZLWKVWUHQJWKVLQGLIIHUHQWDUHDV,QGLDJQRVWLFVDQGSURVWKHWLFVWKH
SXEOLFVHFWRURXWSHUIRUPVWKHSULYDWHVHFWRULQWHUPVRIHI¿FLHQF\ZKHUHDVWKHUHYHUVHLV
WUXHLQSKDUPDFHXWLFDOVDQGJHQHUDOKRVSLWDOFKDUJHV
7KHWKLUGDQG¿QDOFKDSWHUQHZPDWHULDOPDNHVFOHDUWKDWDOWKRXJK$XVWUDOLD¶VSXEOLFVHFWRULV
FRPSDUDWLYHO\HI¿FLHQWWKHUHLVVFRSHIRULPSURYHPHQW'LVDSSRLQWLQJO\DQDO\VLVRIWKH1DWLRQDO
&RPPLVVLRQRI$XGLWDQG)HGHUDO%XGJHWUHYHDOVWKDWQDUURZDSSURDFKHVWRTXHVWLRQV
RIHI¿FLHQF\FRQWLQXHWREORFNVXFKRSSRUWXQLWLHV7KHµVPDOOHUDQGPRUHUDWLRQDOJRYHUQPHQW¶
LQLWLDWLYHKDVWKHEHQH¿WRILGHQWLI\LQJWKHSXEOLFVHUYLFHVWKDWZLOOEHDIIHFWHGE\FXWVEXWGRHV
QRW DSSHDU WR EH JXLGHG E\ DQ\ XQGHUO\LQJ UDWLRQDOH RI ZKDW VHUYLFHV JRYHUQPHQW VKRXOG EH
SURYLGLQJ7KHEOXQW(I¿FLHQF\'LYLGHQGUHPDLQVWKHSUHGRPLQDQWVDYLQJVPHDVXUH
7KHKHDY\IRFXVRQFXWVZLWKRXWVXI¿FLHQWFRQVLGHUDWLRQRIWKHYDOXHRIVHUYLFHVPHDQVWKDWRWKHU
VWUDWHJLHVIRULQFUHDVLQJHI¿FLHQF\DUHQHJOHFWHG$WWHQWLRQLVGLUHFWHGWRWZRVXFKSRVVLELOLWLHV
IRUHI¿FLHQF\LPSURYHPHQWVLQWKH$XVWUDOLDQ3XEOLF6HUYLFH$36LQQRYDWLRQDQGSURIHVVLRQDO
DFFRXQWDELOLW\VWUXFWXUHV
,QQRYDWLRQ LV FULWLFDO IRU HI¿FLHQF\ LQ DQ\ RUJDQLVDWLRQ VLQFH FKDQJHV WR DGRSWPRUH HI¿FLHQW
SUDFWLVHV UHTXLUH VRPH FDSDFLW\ WR LQQRYDWH ,QQRYDWLRQV LQ SXEOLF VHFWRU RUJDQLVDWLRQV DUH
GULYHQE\GLIIHUHQWIDFWRUVDQGIDFHGLIIHUHQWEDUULHUVWRSULYDWHVHFWRULQQRYDWLRQV7KH\PRVW
FRPPRQO\RULJLQDWHIURPIURQWOLQHDQGPLGGOHPDQDJHPHQWXVXDOO\LQUHVSRQVHWRLQWHUQDOO\
LGHQWL¿HGSUREOHPV7KRXJKLQQRYDWLYHSUDFWLVHVDUHIUHTXHQWO\ERWWRPXSLQQDWXUHWRSOHYHO
VXSSRUW LV YHU\ LPSRUWDQW 7ZR VLJQL¿FDQW EDUULHUV WR SXEOLF VHFWRU LQQRYDWLRQ DUH DQ RYHUO\
ULVN DYHUVH RULHQWDWLRQ ZLWKLQ RUJDQLVDWLRQV DQG D ODFN RI UHVRXUFHV LQYHVWHG LQ GHYHORSLQJ
DQGLPSOHPHQWLQJLQQRYDWLYHLGHDV7DNLQJLQWRDFFRXQWWKHVHGULYLQJDQGFRQVWUDLQLQJIDFWRUV
VXJJHVWVWKHIROORZLQJLQLWLDWLYHVZLOOHQFRXUDJHLQQRYDWLRQLQWKH$36
» 7KHFUHDWLRQRIFURVVDJHQF\WHDPVWRKHOSGULYHLQQRYDWLYHDSSURDFKHVWRVHUYLFHV
» ,QLWLDWLYHV E\ DJHQF\ KHDGV WR IDFLOLWDWH ERWWRPXS LQQRYDWLRQV VXFK DV WHPSRUDULO\
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LPSOHPHQWLQJPRUHSHUPLVVLYHVWDQGDUGV WRFUHDWHDZLQGRZIRUH[SHULPHQWDWLRQZLWK
QHZWHFKQLTXHVE\IURQWOLQHZRUNHUV
» 7DNLQJ D ORZ ULVN DSSURDFK WR SLORW SURJUDPV VXFK DV UXQQLQJPXOWLSOH VLPXOWDQHRXV
SLORWVWRUHGXFHWKHSROLWLFDOULVNRIDSLORWEHLQJVHHQDVµIDLOHG¶
» $ZDUGVDQGRWKHUVFKHPHVWRJLYHGXHUHFRJQLWLRQWRLQQRYDWLYHSXEOLFVHUYDQWV
» $QLQQRYDWLRQLQYHVWPHQWIXQGWRSURYLGHDSXEOLFVHFWRUHTXLYDOHQWWRYHQWXUHFDSLWDO
FRPELQHG ZLWK PHFKDQLVPV WR FDSWXUH DQG VKDUH LQIRUPDWLRQ RQ LPSOHPHQWLQJ
innovations
$FFRXQWDELOLW\WKHSURFHVVRIPRQLWRULQJRUJDQLVDWLRQDOJRDOVDQGHQVXULQJWKH\DUHPHWLVDOVRD
NH\DUHDIRUHI¿FLHQF\6XFKV\VWHPVHQVXUHUHVRXUFHVDUHEHLQJXVHGWRJHQHUDWHWKHPRVWUHVXOWV
DQGLQWKHGHVLUHGDUHDVWHFKQLFDODQGDOORFDWLYHHI¿FLHQF\7KHFXUUHQWPHWKRGIRUPDQDJLQJ
SHUIRUPDQFH LQWKH$36RIWHQGRHVQRWSURYLGHFOHDUJXLGDQFHWRSXEOLFVHUYDQWVRQKRZWKH\
FDQ ZRUN WRZDUG WKHLU RUJDQLVDWLRQ¶V JRDOV *UHDWHU FDSDFLW\ IRU GHVLJQLQJ DQG UHGHVLJQLQJ
DFFRXQWDELOLW\VWUXFWXUHVLVUHTXLUHG
:HUHFRPPHQGDQDOWHUQDWLYHH[SHULPHQWDOLVWDSSURDFKZKLFKPDLQWDLQVDIRFXVRQRXWFRPH
PHDVXUHVEXWDXWKRULVHVIURQWOLQHGLVFUHWLRQ)URQWOLQHVWDIIVKRXOGEHJLYHQWKHRSSRUWXQLW\WR
TXHVWLRQWKHDFFRXQWDELOLW\VWUXFWXUHVHPSOR\HGDQGGHVLJQQHZVWUDWHJLHVDQGSODQVWRPRGLI\WKH
VWUXFWXUHLQWKHLUSDUWLFXODUDUHD'LVFUHWLRQWRGHVLJQQHZVWUDWHJLHVVKRXOGEHFRPHSDUWRIWKHLU
UROH7KHquid  pro  quo  IRUWKLVDUUDQJHPHQWLVWKDWIURQWOLQHVWDIISURYLGHGHWDLOHGLQIRUPDWLRQ
RQSURJUHVVDJDLQVWDJUHHGPHWULFVDQGWKHGLVFUHWLRQDQGPRQLWRULQJIXQFWLRQVDUHVXEMHFWWR
SHHUUHYLHZ7KLV LVDGYRFDWHGJLYHQWKDWWRRPXFKIURQWOLQHGLVFUHWLRQFDQEHSUREOHPDWLF LQ
SXEOLFVHFWRURUJDQLVDWLRQV6XFKDQDSSURDFKUHTXLUHVEXLOGLQJFDSDFLW\WRRSHUDWHLQVLWXDWLRQV
RIJUHDWHUXQFHUWDLQW\ZKLFKFDQEHDFKLHYHGE\LPSURYLQJFRPPXQLFDWLRQDQGRUJDQLVDWLRQDO
VXSSRUW$VZHOODVEHLQJDSSOLHGZLWKLQWKH$36WKLVDSSURDFKPD\DOVREHEHQH¿FLDO IRUWKH
UHODWLRQVKLSEHWZHHQPLQLVWHUVDQGWKHSXEOLFVHUYDQWVWKH\ZRUNZLWK
7KHIROORZLQJUHIRUPVDUHDOVRUHFRPPHQGHGWRLPSURYHRYHUDOODFFRXQWDELOLW\
» $Q LQWHJUDWHG QDWLRQDO SODQ WKDW EURDGO\ RXWOLQHV WKH SROLFLHV JRYHUQPHQW SURJUDPV
DQG H[WHUQDO SDUWQHUVKLSV QHHGHG WR DFKLHYH LWV REMHFWLYHV DORQJZLWKPRQLWRULQJ DQG
HYDOXDWLRQPHFKDQLVPV
» )XUWKHU FDSDFLW\ LQ WKH $36 IRU WKH SURFHVV RI JRDO VSHFL¿FDWLRQ DQG DOLJQPHQW ZLWK
DFFRXQWDELOLW\V\VWHPVSHUKDSVZLWKWKH$XVWUDOLDQ3XEOLF6HUYLFH&RPPLVVLRQ$36&
SOD\LQJDOHDGLQJUROH
» ,QFUHDVHGXVHRIFOLHQWGLUHFWHGV\VWHPVVXFKDVWKRVHLPSOHPHQWHGXQGHUFRSURGXFWLRQ
initiatives
» *UHDWHU HIIRUWV WREXLOGRUJDQLVDWLRQDO WUXVW E\ LPSURYLQJ DVSHFWV RI WKHSXEOLF VHUYLFH
ZRUNSODFHHQYLURQPHQWWKDWKDYHEHHQDVVRFLDWHGLQWKHOLWHUDWXUHZLWKLQFUHDVHGWUXVWLQ
PDQDJHPHQWVXFKDVFRPPXQLFDWLRQDQGRUJDQLVDWLRQDOVXSSRUW
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Strong views
   I  respect  the  professionalism  of  the  public  service.  In  the  longer  term,  though,  we  
KDYHWRUHO\OHVVRQEXUHDXFUDWVDQGSXWPRUHWUXVWLQWKHFRPPRQVHQVHRIWKH
$XVWUDOLDQSHRSOH:HQHHGVPDOOHUPRUHHI¿FLHQWJRYHUQPHQW
Tony Abbott, Liberal Party of Australia4
 2QHRIWKHNH\FRPPLWPHQWVRIWKH$EERWW*RYHUQPHQWLVWRUHGXFHWKHVL]HRIJRYHUQPHQW
DQGWRHQVXUHWKDWJRYHUQPHQWVHUYLFHVDUHDVHI¿FLHQWDQGZHOOWDUJHWHGDVSRVVLEOH
Mathias Cormann, Liberal Party of Australia7
   7KHHI¿FLHQF\GLYLGHQGLVQRZVHULRXVO\LPSDFWLQJRQWKHJRYHUQPHQW¶V
DELOLW\WRGHOLYHUVHUYLFHV
Christine Milne, Australian Greens Party6
   ,W¶VQRWµHI¿FLHQF\¶WRGHIDXOWRQ\RXUVRFLDOREOLJDWLRQV,W¶VQRWµZDVWH¶WRWUHDW
\RXUSHRSOHZLWKUHVSHFW
Kim Carr, Australian Labor Party8
   [We   are]   committed   to   maintaining   public   service   jobs   at   levels  
VXI¿FLHQW WR HQVXUH WKH HI¿FLHQW DQG HIIHFWLYH PDLQWHQDQFH RI
*RYHUQPHQWVHUYLFHGHOLYHU\
Bill Shorten, Australian Labor Party5
 :HZDQWWR¿QGEHWWHUHI¿FLHQFLHVLQWKHSXEOLFVHFWRUVWDI¿QJOHYHOVVRWKDWZHFDQ
LQFUHDVHIURQWOLQHVHUYLFHV
Scott Buchholz, Liberal Party of Australia9
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 :KLOHWKH>*LOODUG@*RYHUQPHQWKDVDVWURQJIRFXVRQDFKLHYLQJHI¿FLHQFLHVZH
DUHFRQWLQXLQJWRLQYHVWLQIURQWOLQHVHUYLFHV
Penny Wong, Australian Labor Party10
 7KHUHDOLW\LVWKDWJRYHUQPHQWHPSOR\HHVDURXQGWKHZRUOGDUHNQRZQQRWWREH
DVHI¿FLHQWDVWKHSULYDWHVHFWRU:KDWWKHSXEOLFVHFWRUFDQOHDUQIURPWKHSULYDWH
VHFWRULVWKHQHHGIRUDFRQVWDQWIRFXVRQHI¿FLHQF\
Paul Fletcher, Liberal Party of Australia11
 7KHHI¿FLHQF\RIWKHSXEOLFV\VWHPLVDERXWKDOIRIWKDWRIWKH
SULYDWHV\VWHP
Peter Lindsay, Liberal Party of Australia15
   7KURXJKWKHHI¿FLHQF\GLYLGHQGWKH3XEOLF6HUYLFHLVWUHDWHGOLNHQRRWKHUDJHQF\RU
EXVLQHVVLQWKDWWKH\DUHFRQWLQXDOO\UHTXLUHGWRSD\EHWZHHQSHUFHQWDQGWKUHH
per  cent  of  their  annual  running  costs  back  to  the  government  in  the  form  of  savings.
Stephen Jones, Australian Labor Party12
 :HKDYHVHHQIRUVRPHWLPHSXEOLFVHUYLFHVHYHU\ZKHUHEHLQJVXEMHFWHGWRKLJKHU
OHYHOVRIVFUXWLQ\DQGFULWLFLVPDQGJUHDWHUH[SHFWDWLRQVRIHI¿FLHQF\VHUYLFHDQG
responsiveness  to  governments  and  the  public  at  large.
Melissa Parke, Australian Labor Party16
 UHFRJQLVLQJWKHLPSRUWDQWUROHRIWKH$XVWUDOLDQ3XEOLF6HUYLFHLQXSKROGLQJDQGSURPRWLQJRXUGHPRFUDF\DQGLWV
NH\UROHLQHQVXULQJVWDEOHJRYHUQPHQWDQGVHFRQGO\FRPPHQGLQJWKH$XVWUDOLDQ3XEOLF6HUYLFHRQFRQWLQXLQJWREH
RQHRIWKHPRVWHIIHFWLYHDQGHI¿FLHQWSXEOLFVHUYLFHVLQWKHZRUOG7KHVHDUHERWKFRPPHQGDEOHPRWLRQVDQG,WKLQN
WKDWPHPEHUVRIWKLV+RXVHZRXOGODUJHO\DJUHHZLWKWKHP Jamie Briggs, Liberal Party of Australia13
   $PRGHUQ FRQWHPSRUDU\ HPSOR\PHQW IUDPHZRUN ZLOO DOORZ JUHDWHU DJLOLW\
DQGUHVSRQVLYHQHVVE\WKH$36WRWKHFRPPXQLW\DQGWRWKHJRYHUQPHQW,WZLOO
UHVXOWLQJUHDWHUHI¿FLHQF\DQGPRUHHIIHFWLYHXVHRI&RPPRQZHDOWKUHVRXUFHV
Gary Gray, Australian Labor Party18
 ,WZDVSXEOLFVHUYDQWVZKRGLGVRPXFKWRJHWXVWKURXJKWKH*OREDO)LQDQFLDO&ULVLVZLWKDWHPSRUDU\WLPHO\
WDUJHWHG¿VFDOVWLPXOXVSURJUDPWKDWZDVUHFRJQLVHGE\LQWHUQDWLRQDOHFRQRPLFDXWKRULWLHVVXFKDVWKH,0)
DVEHLQJDZRUOGEHDWLQJ¿VFDOVWLPXOXVSURJUDPEHFDXVHLWZDVSXWLQWRSODFHTXLFNO\DQGHI¿FLHQWO\
Andrew Leigh, Australian Labor Party14
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1: Decoding efficiency
 
Your money spent on you
7KURXJKDFRPELQDWLRQRILQFRPHWD[*67DQGYDULRXVRWKHUWD[HVDQGGXWLHVWKH)HGHUDO6WDWH
DQG/RFDO*RYHUQPHQWVWDNHDSHUFHQWDJHRIHYHU\$XVWUDOLDQ¶VLQFRPH7KHDYHUDJHKRXVHKROG
SD\VDERXWDTXDUWHURILWVLQFRPHLQWD[HV19:LWKWKLVPRQH\WKHVHJRYHUQPHQWV
» WHDFKRIRXUFKLOGUHQ±DQGVXEVWDQWLDOO\FRIXQGWKHRWKHU20
» FRIXQGQHDUO\DOO$XVWUDOLDQXQLYHUVLW\VWXGHQWV
» SURYLGHRIKRVSLWDOEHGV±DQGFRIXQGWKHSULYDWHEHGV21
» FRIXQGPHGLFDOVHUYLFHVDQGPHGLFDWLRQV
» UHJXODWHWRHQVXUHWKHVDIHW\DQGRUUHOLDELOLW\RI
 food  and  beverages
 PHGLFLQHV
 EXLOGLQJV
 URDGUDLOZDWHUDQGDLUWUDQVSRUW
 ZRUNSODFHV
 WKH¿QDQFHVHFWRU
» SURYLGHDQGSROLFHWKHMXVWLFHV\VWHPDQGWKHV\VWHPRISURSHUW\ULJKWV
» XQGHUWDNHGLSORPDWLFDQGQDWLRQDOVHFXULW\WDVNVVXFKDVSXUVXLQJRXULQWHUHVWVLQ
IRUHLJQUHODWLRQVHQVXULQJVHFXULW\WKURXJKERUGHUFRQWUROVDQGSURYLGLQJQDWLRQDO
GHIHQFH
» SURYLGHLQIUDVWUXFWXUHVXFKDVWKHYDVWPDMRULW\RIURDGV
» VXSSO\HVVHQWLDOFRPPXQLW\VHUYLFHVVXFKDVSURWHFWLQJYXOQHUDEOHFKLOGUHQ  
DVVLVWLQJWKRVHZLWKGLVDELOLWLHVDQGSURYLGLQJKHOSZKHQEXVK¿UHVÀRRGV  
RURWKHUHPHUJHQFLHVRFFXU
» JLYH¿QDQFLDODVVLVWDQFHWRWKRVHLQQHHGIRUH[DPSOHDJHDQGFDUHUVSHQVLRQV
» UXQWUXVWHGLQIRUPDWLRQVRXUFHVVXFKDVWKH%XUHDXRI0HWHRURORJ\DQGWKH$%&
» UXQDP\ULDGRIRWKHUVHUYLFHVWKDWGLUHFWO\RULQGLUHFWO\DIIHFWHYHU\$XVWUDOLDQHYHU\GD\
3ROLWLFLDQVPDNHWKHPDMRUGHFLVLRQVRQKRZWKHPRQH\LVWREHVSHQWEXWWKHELJMREVRIFROOHFWLQJ
WKHPRQH\ DQG SURYLGLQJ WKH VHUYLFHV DUH GRQH E\ WKH SXEOLF VHFWRU WKDW LV SXEOLF VHUYDQWV
WHDFKHUVSROLFHKHDOWKZRUNHUVDQG WKHLUVXSSRUWVWDII WKHGHIHQFH IRUFHFDVHZRUNRI¿FHUV
SROLF\RI¿FHUVDQGPDQ\PRUHDQGWKHHPSOR\HHVRIJRYHUQPHQWRZQHGFRUSRUDWLRQVOLNHWKH
$%&WKH&6,52DQGZDWHUDQGHQHUJ\SURYLGHUV
6RWKLVLV\RXUPRQH\EHLQJVSHQWRQ\RX(YHU\$XVWUDOLDQWKHUHIRUHKDVWKHULJKWWRNQRZWKDW
WKHPRQH\LVQRWEHLQJZDVWHGWKDWLWLVEHLQJVSHQWDVHI¿FLHQWO\DVUHDVRQDEO\SRVVLEOH
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Getting ‘efficiency’ wrong
3ROLWLFLDQVDQGRWKHUSXEOLF¿JXUHVZKRFRPPHQWRQSXEOLFVHFWRUHI¿FLHQF\DUHZHOODZDUHRI
WKHQHHGIRUDQHI¿FLHQWSXEOLFVHFWRUDQGSDUOLDPHQWDU\DQGSXEOLFGLVFXVVLRQVIHDWXUHVWURQJ
RSLQLRQVRQ WKH WRSLFDV WKH LQWURGXFWRU\TXRWHV WR WKLVFKDSWHU LOOXVWUDWH8QIRUWXQDWHO\ WKH
ZRUG µHI¿FLHQF\¶ LVRIWHQPLVXQGHUVWRRGRUPLVXVHG OHDGLQJ WRGHFLVLRQV WKDW FDXVHZDVWH ,Q
RXUGD\WRGD\OLYHVDOORIXVKDYHH[SHULHQFHGVLPLODUµIDOVHHFRQRPLHV¶GHFLVLRQVLQWHQGHGWR
VDYHWLPHRUPRQH\WKDWHQGXSFRVWLQJPRUHWKDQWKH\VDYHEX\LQJDFKHDSFDUSDUWWKDWKDV
WR EH UHSODFHGPRUH IUHTXHQWO\ RU WDNLQJ D FKHDSÀLJKWZLWKPDQ\PRUH VWRSRYHUV ,QSXEOLF
VHUYLFHVWKHWZRPRVWFRPPRQNLQGVRIIDOVHHFRQRPLHVDUHLQDSSURSULDWHFXWVRUVDYLQJVDQG
LQDSSURSULDWHSULYDWLVDWLRQRURXWVRXUFLQJ
Inappropriate  cuts  or  savings:  2IWHQGHEDWHVRQHI¿FLHQF\IRFXVRQUHGXFWLRQVLQUHVRXUFHV
7KHVHFXWVDUHXVXDOO\HLWKHUVWDIIFXWVVXFKDVSURPLVHVWRUHGXFHWKHQXPEHURISXEOLFVHUYDQWV
E\DFHUWDLQDPRXQWRUJHQHUDOEXGJHWFXWVVXFKDVWKHµHI¿FLHQF\GLYLGHQG¶ZKLFKUHTXLUHVPRVW
)HGHUDO*RYHUQPHQWGHSDUWPHQWVWRVSHQGOHVVWRPHHWWKHVDPHUHVSRQVLELOLWLHVHDFK\HDU
LQPDQ\UHFHQW\HDUVWKHSHUFHQWDJHKDVEHHQODUJHUDQGWKHEXGJHWKDVLQFUHDVHGLWWR
22&XWVWRWKHIXQGLQJRIDQH[LVWLQJVHUYLFHRUGHFLVLRQVQRWWRIXQGDSODQQHGVHUYLFHDUH
RIWHQUHIHUUHGWRDVµHI¿FLHQFLHV¶RUµVDYLQJV¶ZKHQWKH\DUHDQQRXQFHG+RZHYHUFXWWLQJVSHQGLQJ
RQDFWLYLWLHVWKDWGHOLYHUPRUHEHQH¿WVWKDQWKH\FRVWRUIDLOLQJWRLQYHVWLQSURMHFWVWKDWVKRXOG
EHXQGHUWDNHQFDQPDNHJRYHUQPHQWOHVVHI¿FLHQWQRWPRUH+RZWKLVZRUNVLVGLVFXVVHGEHORZ
Inappropriate  privatisation  or  outsourcing:$UDQJHRIGLIIHUHQWWHUPVKDYHEHHQXVHG
WRGHVFULEHWKHVHDFWLRQVDQGWKHUH LVQR µFRUUHFW¶GH¿QLWLRQEXW LW LV LPSRUWDQW WREHFOHDURQ
WKHPHDQLQJVRIWKHWHUPVDVXVHGLQWKLVUHSRUW23+HUHµSULYDWLVDWLRQ¶UHIHUVWRWKHJRYHUQPHQW
VHOOLQJDSK\VLFDO DVVHWRU DQRUJDQLVDWLRQDQG µRXWVRXUFLQJ¶ UHIHUV WRSD\LQJD FRUSRUDWLRQRU
RWKHURUJDQLVDWLRQWRXQGHUWDNHDVHUYLFHWKDWZDVSUHYLRXVO\SURYLGHG
GLUHFWO\ E\ WKH JRYHUQPHQW 7KHUH DUH LPSRUWDQW GLIIHUHQFHV EHWZHHQ
SULYDWLVDWLRQ DQG RXWVRXUFLQJ EXW WKH\ DUH JURXSHG WRJHWKHU KHUH
EHFDXVHWKHVDPHPLVXQGHUVWDQGLQJRIHI¿FLHQF\LVRIWHQXVHGWRMXVWLI\
WKHLULQDSSURSULDWHXVH$JDLQWKHZD\PLVXQGHUVWDQGLQJVRIHI¿FLHQF\
OHDGWRZDVWHLVGLVFXVVHGEHORZ
Getting efficiency right
1RWHWKHXVHRIWKHZRUG µLQDSSURSULDWH¶ LQWKHGHVFULSWLRQVDERYH7R
EHFOHDUWKLVLVQRWDQDUJXPHQWWKDWRXWVRXUFLQJSULYDWLVDWLRQFXWWLQJ
VSHQGLQJ RU ¿QGLQJ VDYLQJV LQ WKH SXEOLF VHFWRU DUH QHFHVVDULO\ EDG
SXEOLFSROLF\:KDWLVDUJXHGLVWKDWWKHVHPHDVXUHVFDQVRPHWLPHVEH
GHWULPHQWDOWRHI¿FLHQF\DQGVRDZDVWHRIWD[SD\HUUHVRXUFHVDQGWKDW
DFOHDUXQGHUVWDQGLQJRIHI¿FLHQF\LVQHFHVVDU\WRDYRLGVXFKSUREOHPV
,QVRPHFDVHVFXWVWRJRYHUQPHQWRSHUDWLRQVDUHWKHULJKWGHFLVLRQDQGLQRWKHUFDVHVWKH\DUH
WKHZURQJGHFLVLRQ7KLVVWDWHPHQWPLJKWVHHPVRREYLRXVDVWREHQRWZRUWKPDNLQJEXWWRR
RIWHQWKHZRUGµHI¿FLHQF\¶LVXVHGDVWKRXJKLWPHDQVWKHVDPHWKLQJDVµFXWV¶7KLVIDOVHO\LPSOLHV
WKDWFXWVDUHDOZD\VWKHULJKWGHFLVLRQ
6LPLODUO\LQVRPHFDVHVWKHRXWVRXUFLQJRUSULYDWLVDWLRQRIJRYHUQPHQWRSHUDWLRQVLVWKHULJKW
GHFLVLRQDQGLQRWKHUFDVHVLWLVWKHZURQJGHFLVLRQ$JDLQWKLVVWDWHPHQWPLJKWVHHPREYLRXV
 To be clear, this is not an 
argument that outsourcing, 
privatisation, cutting spending 
or finding savings in the 
public sector are necessarily 
bad public policy.  
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EXWWKHUHLVDZLGHVSUHDGEHOLHIWKDWWKHSULYDWHVHFWRULVDOZD\VPRUHHI¿FLHQWWKDQWKHSXEOLF
VHFWRU7KLVIDOVHO\LPSOLHVWKDWSULYDWLVDWLRQRURXWVRXUFLQJLVDOZD\VWKHULJKWGHFLVLRQ
7KHVHWZRPLVXQGHUVWDQGLQJVRIHI¿FLHQF\QRWRQO\ELDVVRPHWRZDUGVFXWVDQGSULYDWLVDWLRQWKH\
FDQDOVRFDXVHWKRVHZKRVXSSRUWWKHSXEOLFSURYLVLRQRIDVHUYLFHWRDUJXHDJDLQVWHI¿FLHQF\RU
DUJXHLWLVQRWLPSRUWDQW5HMHFWLQJHI¿FLHQF\RIIKDQGLVMXVWDVVLJQL¿FDQWDPLVWDNHDVSXUVXLQJ
DELDVHGSHUFHSWLRQRIHI¿FLHQF\(I¿FLHQF\LVDFULWLFDOWRROLQDFKLHYLQJDQ\DLPEXWRQO\LIWKH
IXOOPHDQLQJRIHI¿FLHQF\LVXVHG
Three kinds of efficiency
7KH ¿HOG RI HFRQRPLFV KDV GHYHORSHG D WKRURXJK XQGHUVWDQGLQJ RI WKH FRQFHSW RI HI¿FLHQF\
8QIRUWXQDWHO\WKLVNQRZOHGJHLVJHQHUDOO\H[SUHVVHGLQWKHMDUJRQRIWKH¿HOGDQGKDVQRWWHQGHG
WRLQIRUPWKHSXEOLFGHEDWHRQHI¿FLHQF\RIWKHSXEOLFVHFWRU7KLVLVDVKDPHEHFDXVHWKHFRQFHSWV
DUHUHDGLO\H[SUHVVLEOHLQSODLQ(QJOLVK
2QHNLQGRIHI¿FLHQF\LVGRLQJWKHZRUN\RXDUHGRLQJZLWKWKHIHZHVWSRVVLEOHUHVRXUFHVJHWWLQJ
µPRUHIRUOHVV¶RUµYDOXHIRUPRQH\¶7KLVPHDQVSURGXFLQJHDFKLWHPDQGGHOLYHULQJHDFKVHUYLFH
ZLWKWKHOHDVWH[SHQGLWXUHRIWLPHPRQH\PDWHULDOVHWF7DNLQJDTXLFNHUURXWHWRZRUNVKRSSLQJ
DWDVXSHUPDUNHWWKDWLVFKHDSHUDQGMXVWDVFORVHDQGSULQWLQJGRFXPHQWVGRXEOHVLGHGDUHDOO
H[DPSOHVRILQFUHDVHGWHFKQLFDOHI¿FLHQF\
$QRWKHUNLQGRIHI¿FLHQF\LVDERXWGRLQJWKHULJKWZRUNE\DOORFDWLQJUHVRXUFHVWRSURGXFHDQG
SURYLGH LWHPVDQGVHUYLFHVRI WKHKLJKHVW WRWDOYDOXH9DOXH LVRIWHQ WKRXJKWRIDV WKHDPRXQW
RIPRQH\VRPHRQH LVZLOOLQJ WRSD\EXW WKLV LVQRWDOZD\V UHOLDEOH IRUDOO FLUFXPVWDQFHV$OVR
LPSRUWDQW LVEHVWPHHWLQJQHHGV LQDZLGHUDQJHRIFLUFXPVWDQFHVZKHWKHURUQRWSD\PHQW LV
LQYROYHG$SULQWRXWRIDGRFXPHQWWKDWLVUHDGDQGXVHGE\PDQ\SHRSOHFDQEHPRUHYDOXDEOH
WKDQDSULQWRXWWKDWLVUHDGE\RQO\DIHZRUQRRQHDWDOO%X\LQJPRUHQXWULWLRXVDQGÀDYRXUVRPH
IRRGVJLYHVPRUHYDOXHWKDQEX\LQJXQKHDOWK\DQGXQDSSHWLVLQJIRRG8VLQJ
SDSHURQSULQWLQJWKHPRVWXVHIXOGRFXPHQWVDQGJHWWLQJWKHEHVWIRRGIRU
WKHZHHNO\EXGJHWDUHH[DPSOHVRILQFUHDVHGDOORFDWLYHHI¿FLHQF\
$WKLUGNLQGRIHI¿FLHQF\LQYROYHVHQVXULQJIXWXUHQHHGVDUHPHWDQG¿QGLQJ
QHZZD\VWR¿OOWKHP7KLVLQFOXGHVHQVXULQJWKDWQHZWHFKQRORJLHVQHZ
ZD\VRI RSHUDWLQJDQGQHZZD\VRI WKLQNLQJDUH DEOH WREHXVHG6DYLQJ
WLPHDQGSHWUROE\ZRUNLQJIURPKRPHRUXVLQJHOHFWURQLFSDSHULQVWHDG
RISULQWLQJFDQEHH[DPSOHVRILQFUHDVLQJG\QDPLFHI¿FLHQF\7KLVNLQG
RI HI¿FLHQF\ LV LQPDQ\ZD\V WKH OHDVW XQGHUVWRRG:KLOH WHFKQLFDO DQG
DOORFDWLYH HI¿FLHQF\ DUHZHOOJURXQGHG LQ HFRQRPLF GH¿QLWLRQV G\QDPLF
HI¿FLHQF\LVDPRUHÀXLGFRQFHSW
7RLOOXVWUDWHWKHGLIIHUHQFHVZLWKDSXEOLFVHFWRUH[DPSOH
» 7HFKQLFDOHI¿FLHQF\%XLOGLQJDURDGXVLQJWKHEHVWPL[RIODERXUDQGFDSLWDO8VLQJ
SLFNVDQGVKRYHOVZKHQPDFKLQHU\FDQGRDORZHUFRVWMRELVWHFKQLFDOO\LQHI¿FLHQW
» $OORFDWLYHHI¿FLHQF\%XLOGLQJDURDGZKHUHLWLVPRVWQHHGHG(YHQLIDURDGLVEXLOWZLWK
WKHRSWLPDOODERXUFDSLWDOPL[DQGQRZDVWHLILWLVLQWKHZURQJSODFHRULIDPRUHKHDYLO\
WUDI¿FNHGURDGLVQHJOHFWHGWKDWLVLQHI¿FLHQWLQDQDOORFDWLYHVHQVH7KRVHUHVRXUFHVFRXOG
KDYHEHHQXVHGHOVHZKHUHZLWKEHWWHURXWFRPHV
» '\QDPLF HI¿FLHQF\ $WWHQGLQJ WR WUDQVSRUW QHHGV DV RSSRUWXQLWLHV RU QHHGV FKDQJH
RYHUWLPH7KDWPD\PHDQWDNLQJRQQHZPRGHVVXFKDVKLJKVSHHGUDLO
 Rejecting efficiency 
offhand is just as 
significant a mistake as 
pursuing a biased perception 
of efficiency.  
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$OO WKUHHNLQGVRI HI¿FLHQF\DUH LPSRUWDQW%XWRIWHQ WKHSXUVXLWRIRQHFDQJHW LQ WKHZD\RI
DFKLHYLQJWKHRWKHUV7KLVLVSDUWLFXODUO\LPSRUWDQWLQFRPSOH[DQGFRQWLQXRXVO\FKDQJLQJDUHDV
ZKLFKLVYHU\RIWHQWKHFDVHLQSXEOLFVHUYLFHV$VLPSOLVWLFDSSURDFKWRHI¿FLHQF\RIWHQIDLOVWR
UHFRJQLVHWKDWUHVRXUFHVDUHQHFHVVDULO\GHYRWHGQRWRQO\WRSURGXFHFXUUHQWRXWSXWVEXWDOVRWR
PDNHVXUHWKHVHJHQHUDWHWKHPRVWYDOXHWRFLWL]HQVIRUH[DPSOHE\WDLORULQJWKHPWRGLIIHUHQW
QHHGVLQGLIIHUHQWORFDWLRQVRUWRGLIIHUHQWJURXSVDQGDOVRWRPDNHVXUHWKDWWKHRXWSXWVFKDQJH
DQGLPSURYHRYHUWLPHDVQHZWHFKQRORJLHVDQGQHHGVHPHUJH
7KHEOLQGSXUVXLWRI WHFKQLFDOHI¿FLHQF\ LVTXLWHRIWHQGLVDVWURXV IRUFRPSDQLHV LI WKH\GRQRW
UHFRJQLVH WKHVH LVVXHV LQ WKHLURZQ LQYHVWPHQWSODQVEHFDXVHFRPSHWLWRUV VRRQGHVWUR\ WKHP
DV WKHLUSURGXFWVRUPHWKRGVEHFRPHRXWGDWHG$QH[DPSOHZDV.RGDN FRQWLQXLQJ WR UHOHDVH
QHZ¿OPFDPHUDVWKDWPD\KDYHEHHQWHFKQLFDOO\PRUHHI¿FLHQWEXWIDLOLQJWRLQYHVWLQG\QDPLF
HI¿FLHQF\E\GHYHORSLQJGLJLWDOFDPHUDV,WLVHTXDOO\GLVDVWURXVDQGVRPHWLPHVPRUHVRLISXEOLF
VHUYLFHV DUHQRW UXQZLWK WKH VDPHH\H WR DOO WKUHH W\SHV RI HI¿FLHQF\+RZGDPDJLQJ LV LW WR
RYHUDOOHI¿FLHQF\LIRXUGHIHQFHHTXLSPHQWLVWKHZURQJW\SHIRUFKDQJLQJQHHGVLIRXUVFKRROVDUH
XVLQJWKHZURQJPRGHOVRIHGXFDWLRQRULIRXUSD\PHQWVV\VWHPLVXVLQJRXWGDWHGWHFKQRORJ\"
0LVXQGHUVWDQGLQJV RI WKHVH WKUHH NLQGV RI HI¿FLHQFLHV DQG WKHLU LQWHUDFWLRQV OHDG WR WKH WZR
HUURUVOLVWHGDERYH
Inappropriate cuts and misunderstanding efficiency
0RVWRIWKHGLVFXVVLRQVRISXEOLFVHFWRUHI¿FLHQF\DUHFRQFHUQHGZLWKWHFKQLFDOHI¿FLHQF\3KUDVHV
VXFK DV µGRLQJPRUH ZLWK OHVV¶ VKRZ WKLV VLQFH GRLQJPRUH ZRUN ZLWK IHZHU UHVRXUFHV LV DQ
LPSURYHPHQWLQWHFKQLFDOHI¿FLHQF\8QIRUWXQDWHO\EH\RQGWKLVUKHWRULFWKHUHLVRIWHQDPLVXVH
RIWKHZRUGµHI¿FLHQF\¶7KLVPLVXVHRFFXUVEHFDXVHWKHSURSRVHGSODQVIRFXVRQWKHUHVRXUFHV
EHLQJXVHGZKLOHQRWVXI¿FLHQWO\FRQVLGHULQJWKHRXWSXWVEHLQJSURGXFHGWKHYDOXHLQGLIIHUHQW
VHWWLQJVRIWKHRXWFRPHVEHLQJVRXJKWRUWKHSRVVLELOLW\RIGHYHORSLQJIXWXUHFDSDFLWLHVWKDWDUH
MXVWDVLPSRUWDQWWRLQYHVWLQDVH[LVWLQJRXWSXWV
7KLVPHDQVWKDWSURPLVHVDUHPDGHWKDWWKHUHZLOOEHFXWVWRWKHSXEOLFVHFWRUEXWWKDWWKHVHUYLFHV
SURYLGHG ZLOO QRW EH DIIHFWHG 7KH FXWV DUH XVXDOO\PHDVXUHG LQ GHWDLO DQG JHW VWURQJPHGLD
DWWHQWLRQ EXW WKH VHUYLFHV DUH QRW VRZHOOPHDVXUHG'HFUHDVHV LQ WKH TXDOLW\ RU DFFHVVLELOLW\
RI WKHVHUYLFHVDUHQRWDVQRWLFHDEOH2SSRUWXQLWLHV ORVW LQWKH IXWXUHDUHDOVRXQUHFRJQLVHGRU
XQGHUYDOXHGXQWLOZHJHW WKHUHDQGZRQGHUZK\RXUSHUIRUPDQFHKDV VOLSSHGEHKLQG WKDWRI
RWKHUFRXQWULHVRUZK\FULWLFDOQHHGVZHUHQRWDQWLFLSDWHGDQGPHW
$ ODUJHSDUW RI WKH UHDVRQ IRU WKH IRFXV RQ LQSXWV LV WKDW WKH\ DUH UHODWLYHO\ HDV\ WRPHDVXUH
7KH\FDQEHH[SUHVVHGDVGROODUVLQDEXGJHW2XWFRPHVLQWKHSURYLVLRQRISXEOLFVHUYLFHVDUH
JHQHUDOO\ OHVV HDVLO\PHDVXUHG7KLV LV WKH FDVHEHFDXVHXQOLNHPDQ\RWKHUPDUNHWV LQZKLFK
DVWUDLJKWIRUZDUGPHDVXUHRISUR¿WFDQEHDSSOLHGWKHLUYDOXHLVEDVHGRQDUDQJHRIGLIIHUHQW
IDFWRUVPDQ\RIZKLFKDUHGLI¿FXOW WRSULFHGLUHFWO\3XEOLF VHUYLFHVRIWHQFDQQRWEH UHJDUGHG
DVDVLPSOHGLVFUHWHµSURGXFW¶EHFDXVHWKHLUREMHFWLYHVDUHXVXDOO\FRPSOH[)RUH[DPSOHDQDLP
RISURPRWLQJORFDOHFRQRPLFJURZWKLVFRPSOH[EHFDXVHJURZWKFDQEHPHDVXUHGLQDQXPEHU
RI ZD\V HDFK HPSKDVLVLQJ GLIIHUHQW YDOXHV VXFK DV HPSOR\PHQW ZDJHV FRQVXPSWLRQ RU
LQYHVWPHQW2WKHUFRPPRQSXEOLFVHUYLFHDLPVVXFKDVJUHDWHUHTXDOLW\RILQFRPHDQGZHDOWKRU
WKHSURYLVLRQRISXEOLFJRRGVOLNHWKHMXVWLFHV\VWHPRUWKHVHFXULW\SURYLGHGE\WKHPLOLWDU\DUH
HTXDOO\GLI¿FXOWWRYDOXH$UHFHQW3URGXFWLYLW\&RPPLVVLRQUHSRUWRQDFFHVVWRMXVWLFHSURYLGHV
RQHH[DPSOHRIVXFKGLI¿FXOWLHVLQLWVGLVFXVVLRQRIJRYHUQPHQWIXQGHGOHJDODVVLVWDQFHDQGWKH
SUREOHPVRIDVVHVVLQJLWVHIIHFWV247KHUHLVFOHDUHYLGHQFHRIWKHEHQH¿WVRIOHJDODVVLVWDQFH±VRPH
LQWHUQDWLRQDOUHVHDUFK¿QGVJRYHUQPHQWVFDQVDYHRYHUHLJKWWLPHVWKHFRVWRIOHJDODVVLVWDQFH
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WKURXJKDYRLGHGGRZQVWUHDPXVHRIRWKHUSXEOLFVHUYLFHV±EXWSUHFLVHTXDQWL¿FDWLRQRILPSDFWV
LVYHU\GLI¿FXOW:LWKPDQ\SXEOLFVHUYLFHVWKHYDOXHLVWKHUHEXWZHFDQQRWUHDGLO\PHDVXUHLWLQ
DZD\WKDWGLUHFWO\FRPSDUHVZLWKLQSXWFRVWV
7KHUHVXOWLQJODFNRIDWWHQWLRQWRRXWSXWVPHDQVWKDWWKHUHGXFWLRQLQVHUYLFHVPD\EHJUHDWHUWKDQ
WKHFXWVWRWKHUHVRXUFHVPHDQLQJWKDWFXWVKDYHOHGWRUHGXFHGWHFKQLFDOHI¿FLHQF\)RUH[DPSOH
WHFKQLFDOLQHI¿FLHQF\FDQEHFUHDWHGE\FXWWLQJVWDIIZKLOHH[SHFWLQJWKHVDPH
VHUYLFHV WREHSURYLGHG'RLQJ VRZLOO XVXDOO\SODFH D JUHDWHUEXUGHQRQ WKH
UHPDLQLQJVWDII,IWKLVPDNHVWKHZRUNOHVVDWWUDFWLYHWKHUHPD\EHGLI¿FXOW\LQ
KLULQJVXI¿FLHQWO\VNLOOHGVWDIIDQGVDODULHVPD\KDYHWRLQFUHDVH7KHUHPD\DOVR
EHLQFUHDVHGWXUQRYHUDQGPRUHUHVRXUFHVXOWLPDWHO\GHYRWHGWRWUDLQLQJQHZ
VWDIIZKRPKDYHDORZHUOHYHORIVNLOODQGH[SHULHQFHWKDQWKHVWDIIWKH\KDYH
UHSODFHG$WWKHVDPHWLPHWKHSURGXFWLYLW\RIVRPHVWDIIPLJKWGURSGXHWR
ORZHUHGPRUDOHDQGPRWLYDWLRQDQGSRVVLEO\HYHQVWUHVVUHODWHGLOOQHVVHV$Q
LPPHGLDWHVDYLQJIURPDQLQDSSURSULDWHVWDIIFXWFDQEHJUDGXDOO\RULQVRPH
FDVHV UDSLGO\ H[FHHGHGE\ WKH FRVWV RI LQFUHDVHG VDODULHV DQG WUDLQLQJ WLPH
DVZHOODVWKHORZHUHGSURGXFWLYLW\IURPUHGXFHGH[SHULHQFHDQGPRWLYDWLRQ
7KLVZRXOGEHFOHDUO\VHHQLIGRQHE\FRPSDQLHVSURGXFLQJVWDQGDUGJRRGVDQG
VHUYLFHVEXWRIWHQFDQQRWEH VR UHDGLO\ VHHQ LQ WKH UHGXFHGTXDOLW\RIPDQ\
SXEOLFVHUYLFHV
/DFNRIDWWHQWLRQWRRXWSXWVFDQDOVRUHVXOWLQLPSRUWDQWDUHDVEHLQJQHJOHFWHGZKLOHUHVRXUFHVDUH
SXWWRZDUGVORZHUSULRULW\LVVXHV,IORFDOURDGVLQPDUJLQDOHOHFWRUDWHVUHFHLYHIXQGLQJDQGDPDMRU
KLJKZD\LVQHJOHFWHGWKHUHPD\EHPRUHURDGDFFLGHQWVWKDQLIWKHKLJKZD\XSJUDGHZHUHIXQGHG
7KLVLVDIDLOXUHRIDOORFDWLYHHI¿FLHQF\LQWKDWWKHPRUHLPSRUWDQWZRUNLVEHLQJLJQRUHG,WDOVRKDV
DQHJDWLYHHIIHFWRQWHFKQLFDOHI¿FLHQF\EHFDXVHWKHFRVWVRQWKHKHDOWKDQGGLVDELOLW\EXGJHWRIURDG
DFFLGHQWVZLOOEHJUHDWHUWKLVLVLQDGGLWLRQWRWKHFRVWVERUQHE\DFFLGHQWYLFWLPVDQGWKHLUFDUHUV
,QVRPHFDVHVWKHUHPD\EHDVLPSOHIDLOXUHWRDOORFDWHUHVRXUFHVWRLPSRUWDQWDUHDV2QHRIWKH
NH\UROHVRISXEOLFVHUYLFHVLVWRUHVSRQGWRHPHUJHQFLHV,WORRNVPRUHHI¿FLHQWZKHQLQTXLHW
WLPHVFDSDFLW\LVFXWLQHPHUJHQF\VHUYLFHVKHDOWKVHUYLFHVVHFXULW\VHUYLFHVRULQIUDVWUXFWXUH
VHUYLFHV7KLVW\SHRIDSSDUHQWHI¿FLHQF\KDVWUDJLFFRQVHTXHQFHVZKHQSUREOHPVDULVHV\VWHPV
IDLODQGUHVSRQVHVDUHLQDGHTXDWHDQGLVDFOHDUH[DPSOHRIZKHUHWKHSXEOLFVHFWRUPXVWPDLQWDLQ
UHVHUYHFDSDFLW\WKDWWKHSULYDWHVHFWRUZRXOG¿QGXQSUR¿WDEOH
,QDSSURSULDWHFXWVDQGVDYLQJVFDQDOVRVLJQL¿FDQWO\GDPDJHG\QDPLFHI¿FLHQF\7KHPRVWREYLRXV
FDVHVRIUHGXFWLRQLQG\QDPLFHI¿FLHQF\DUHFXWVWRUHVHDUFKDQGHGXFDWLRQ)RUH[DPSOHIURP
WKHHDUO\VWRWKHODWHV$XVWUDOLDLQFUHDVHGLWVLQYHVWPHQWLQDJULFXOWXUDOUHVHDUFKEXW
LQFUHDVHVVLQFHWKDWWLPHKDYHEHHQPXFKVPDOOHU7KHUHLVHYLGHQFHWKDWWKLVSODWHDXLQUHVHDUFK
IXQGLQJKDVKDGDVLJQL¿FDQWHIIHFWRQDJULFXOWXUDOSURGXFWLYLW\JURZWKZKLFKKDVGHFUHDVHGIURP
SHU\HDUWR25)DLOLQJWRLQYHVWLQUHVHDUFKPHDQVQHZWHFKQLTXHVDQGWHFKQRORJLHVDUH
QRWFUHDWHG ,QVXI¿FLHQW LQYHVWPHQW LQHGXFDWLRQPHDQVD UHGXFHGFDSDFLW\ WR LPSOHPHQWDQG
DGDSWWRQHZGLVFRYHULHV2WKHUH[DPSOHVRIFXWVRUVDYLQJVGDPDJLQJG\QDPLFHI¿FLHQF\LQFOXGH
WKHORVVRIVNLOOVIURPVWDIIFXWVWKLVLVGLVFXVVHGLQ%R[EHORZ
,QDSSURSULDWHFXWVDQGVDYLQJVFDQUHGXFHHI¿FLHQF\GXHWRDIDLOXUHWRDFNQRZOHGJHWKDWHI¿FLHQF\
LQYROYHVUHVXOWVDVZHOODVUHVRXUFHVRXWSXWVDVZHOODVLQSXWV,QDZLGHUDQJHRI¿HOGVZHVHHWKH
¿UVWWKLQJVFXWE\EOLQGHI¿FLHQF\PHDVXUHVFDQKDYHVHULRXVFRQVHTXHQFHVIRUWHFKQLFDODOORFDWLYH
DQGG\QDPLFHI¿FLHQF\7KHIROORZLQJFDVHVWXG\SURYLGHVDJRRGH[DPSOHRIDVLWXDWLRQZKHUH
FXWVWRSXEOLFIXQGVZRXOGFRVWPRUHWKDQWKH\ZRXOGVDYH,WLVLQWHUHVWLQJWRQRWHWKDWPDQ\RI
WKRVHZKRZRXOGEHDUWKHFRVWVPLJKWQRWNQRZWKDWWKH\DUHEHQH¿WLQJIURPSXEOLFIXQGV
  lack of attention to 
outputs means that the 
reduction in services may 
be greater than the cuts 
to the resources  
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*RYHUQPHQWVRIWHQHQVXUHWKHDYDLODELOLW\RIORZFRVWSXEOLFWUDQVSRUWE\SURYLGLQJVXEVLGLHV
WKDWUHGXFHWKHSULFHVRIWLFNHWV:KHWKHUWKHDFWXDOYHKLFOHVDUHUXQE\WKHJRYHUQPHQWRU
DSULYDWH FRPSDQ\ ORZFRVWSXEOLF WUDQVSRUW LV DSXEOLF VHUYLFHXOWLPDWHO\ UHVXOWLQJ IURP
JRYHUQPHQW IXQGV ,W LV QRW JHQHUDOO\ DSSUHFLDWHG WKDW VXEVWDQWLDO EHQH¿WV DFFUXH IURP
WKHVH VXEVLGLVHG VHUYLFHVEHQH¿WVQRW MXVW WR WKHSXEOLF WUDQVSRUWXVHUVEXW WR WKHZLGHU
FRPPXQLW\DQGHVSHFLDOO\WRWKRVHZKRFRPPXWHE\FDU7KLVH[DPSOHORRNVDWVRPHRIWKH
EHQH¿WVIURP6\GQH\¶VWUDLQV
,QORRNLQJDWWKHEHQH¿WVRI6\GQH\¶VUDLOSXEOLFWUDQVSRUWWKHLQWHQWLRQLVQRWWRPDNHWKH
DUJXPHQW WKDW WKH FXUUHQW IDUH DQG VXEVLG\ OHYHOV DUH QHFHVVDULO\ LGHDO 7KHUH LV D JUHDW
GHDO RI VHQVLEOH GLVFXVVLRQ RQ LVVXHV VXFK DV FRVW UHFRYHU\ UDWHV IDUH LQFUHDVHV FDU XVH
FKDUJHVDQGOHYHOVRILQYHVWPHQWLQWUDQVSRUWLQIUDVWUXFWXUH7KHH[DPSOHJLYHQKHUHVLPSO\
GHPRQVWUDWHVWKDWWKHUHFDQEHVXEVWDQWLDOHFRQRPLFEHQH¿WVIURPORZFRVWSXEOLFWUDQVSRUW
VXSSRUWHGE\VXEVLGLHV
7KHVXEVLGLHVWRSXEOLFWUDQVSRUWJRWRZDUGVERWKDJHQHUDOUHGXFWLRQLQWLFNHWSULFHVDQG
IXUWKHU UHGXFWLRQV RQ WLFNHWV IRU SDUWLFXODU JURXSV VXFK DV VFKRRO VWXGHQW SDVVHV DQG
SHQVLRQHUWLFNHWV,WLVSUREDEO\ZHOOXQGHUVWRRGWKDWWKHIXUWKHUUHGXFWLRQVIRUVSHFL¿FJURXSV
DUHSURYLGHGIRUVRFLDOMXVWLFHDQGHTXLW\UHDVRQV:KDWPD\EHOHVVZHOONQRZQLVWKDWWKH
JHQHUDOUHGXFWLRQLQSULFHVUHODWHVVWURQJO\WRWKHH[WHUQDOEHQH¿WVRISXEOLFWUDQVSRUW±WKH
EHQH¿WVWRQRQSXEOLFWUDQVSRUWXVHUVDQGWKHZLGHUFRPPXQLW\REWDLQHGIURPWKHRSHUDWLRQ
RISXEOLFWUDQVSRUW
$ODUJHSDUWRIWKHVHEHQH¿WVJRWRWKRVHZKRFRPPXWHE\FDU7KHIRUPHU7UHDVXUHU:D\QH6ZDQ
REVHUYHGLQKLV¿QDOEXGJHWVSHHFKµ7UDI¿FFRQJHVWLRQFRVWVFRPPXWHUVWLPHZLWKWKHLUIDPLOLHV
DQGLVHVWLPDWHGWRFRVWRXUHFRQRP\XSWRELOOLRQD\HDUE\LIQRWDGGUHVVHG¶26$IXOO
EXVWDNHVDURXQGFDUVRIIWKHURDGDWUDLQUHPRYHVLWVSDVVHQJHUVIURPWKHURDGHQWLUHO\%RWK
OHDGWROHVVWUDI¿FFRQJHVWLRQDQGDIDVWHUMRXUQH\ZLWKUHGXFHGIXHOXVHIRUWKRVHZKRFRPPXWH
E\FDU7KHUHGXFHGIXHOXVHDOVRUHVXOWVLQVLJQL¿FDQWUHGXFWLRQVLQHPLVVLRQVWKDWEHQH¿WXV
DOO:KLOHWKHORJLFRISXEOLFWUDQVSRUWUHGXFLQJFRQJHVWLRQDQGHPLVVLRQVLVVWUDLJKWIRUZDUG  
LW LVPRUH GLI¿FXOW WR GHWHUPLQH H[DFWO\ KRZPXFK EHQH¿W FDU XVHUV DUH GHULYLQJ DQG E\
KRZPXFKHPLVVLRQVDUHUHGXFHG+RZHYHUDUHSRUWSUHSDUHGIRUWKH,QGHSHQGHQW3ULFLQJ
DQG5HJXODWRU\7ULEXQDO,3$57SURYLGHVUHOHYDQWLQIRUPDWLRQ7KLVUHSRUWZDVZULWWHQWR
DOORZ,3$57WRGHWHUPLQHZKHWKHUWKHFRUUHFWOHYHORIVXEVLG\ZDVEHLQJJLYHQWR&LW\5DLO27  
,Q LWV HIIRUW WR GHWHUPLQH RSWLPXP VXEVLGLHV WKH UHSRUW XVHG D WUDI¿FPRGHO WR FRPSDUH
WUDI¿FFRQJHVWLRQXQGHUFXUUHQWWUDLQXVHZLWKK\SRWKHWLFDOVFHQDULRVLQFOXGLQJKDYLQJQR
&LW\5DLOWUDLQV
7KLVSURFHGXUHDVVXPHVWKDWSXEOLFWUDQVSRUWDIIHFWVWUDI¿FFRQJHVWLRQEHFDXVHFRPPXWHUV
VKLIWWRRWKHUIRUPVRIWUDYHOLIWKHLUFXUUHQWPRGHRIWUDYHOLVXQDYDLODEOH7KLVDVVXPSWLRQLV
QRWXQFRQWURYHUVLDO,WFDQEHDUJXHGWKDWRYHUWKHORQJWHUPSHRSOHDGDSWWRWKHLUVLWXDWLRQ
E\FKDQJLQJZKHUHWKH\OLYHDQGZRUNWRDYRLGKHDYLO\FRQJHVWHGURDGVRUWRWDNHDGYDQWDJH
RI UHODWLYHO\FOHDUURXWHV+RZHYHU WKHH[WHQW WRZKLFKDGDSWDWLRQRFFXUVPD\EH OLPLWHG
DQGRFFXUYHU\VORZO\DQGVXFKDGDSWDWLRQVWKDWPLJKWRFFXULQYROYHWKHLURZQFRVWVDQG
EHQH¿WV9HU\ IHZSHRSOHFDQFKDQJH MREVRUKRPHVTXLFNO\DQGPDQ\ZLOOQRWJR WR WKH
HIIRUWLQYROYHG
BOX 1.1:   Removing  public  transport  subsidies  can  be  a  waste  of  time    
–  for  car  commuters
False Economies
18
%\FRPSDULQJFXUUHQWWUDLQXVHZLWKDK\SRWKHWLFDOVLWXDWLRQRIKDYLQJQR&LW\5DLOWUDLQV
WKHUHSRUWFDOFXODWHG WKHDQQXDOEHQH¿W WRFDUXVHUV IURPWUDLQV WREHPLOOLRQ7KLV
EHQH¿WFRPHVIURPUHGXFHGFRQJHVWLRQPHDQLQJWKDWFDUFRPPXWHVDUHIDVWHUFDUGULYHUV
DQGWKHLUSDVVHQJHUVVDYHWLPHZKLFKZDVYDOXHGDWDQKRXUDQGXVHOHVVIXHOIRU
WKHLUMRXUQH\V+DYLQJIHZHUFDUVRQWKHURDGDOVREHQH¿WVWKHFRPPXQLW\JHQHUDOO\E\
PLOOLRQD\HDUWKURXJKUHGXFLQJFDUERQDQGRWKHUHPLVVLRQV$URXQG
PLOOLRQWRQQHVRIFDUERQHPLVVLRQVDUHDYRLGHGDQQXDOO\YDOXHGDW
WRQQH+HDOWK FRVWV IURP RWKHU HPLVVLRQV HVWLPDWHG DW 
PLOOLRQD\HDUDUHDOVRDYRLGHG7KHVHH[WHUQDOEHQH¿WVDUHLQDGGLWLRQ
WR WKH \HDUO\ EHQH¿WV REWDLQHG E\ WKH UDLO FRPPXWHUV WKHPVHOYHV
ZKLFKZHUHFDOFXODWHGWREHHLWKHUPLOOLRQRUPLOOLRQD
\HDUGHSHQGLQJRQPRGHOOLQJDVVXPSWLRQV
7KH\HDUO\WRWDORIWKHUDLOFRPPXWHUFRQJHVWLRQDQGHPLVVLRQEHQH¿WV
IURP&LW\5DLOFRPHVWRPLOOLRQRUPLOOLRQ%\FRPSDULVRQWKHVXEVLGLHVWKDW
KHOSWRHQVXUHWKHDYDLODELOLW\RIWKLVORZFRVWSXEOLFWUDQVSRUWDPRXQWWRPLOOLRQSHU
\HDU7KHFRPSDULVRQLVQRWHQWLUHO\IDLUVLQFHLWRQO\DFFRXQWVIRUWKHVHWKUHHEHQH¿WV7KHUH
DUHOHVVGLUHFWO\REVHUYDEOHEHQH¿WVWKDWVKRXOGDOVREHWDNHQLQWRDFFRXQW
» $JJORPHUDWLRQSDUWLFXODUO\IRUEXVLQHVVHVLQWKH&%'ZKREHQH¿WIURPEHLQJORFDWHG
LQDFOXVWHURIRWKHUEXVLQHVVHVDQGKDYLQJDFRQFHQWUDWLRQRIVNLOOHGZRUNHUV28
» 5HGXFWLRQLQWKHVLJQL¿FDQWVWUHVVHIIHFWVRIFRQJHVWLRQ29  
» $YRLGDQFH RI KLJKHU FRVWV JHQHUDWHG E\ D ODFN RI LQYHVWPHQW LQ SXEOLF WUDQVSRUW
LQIUDVWUXFWXUHVXFKDVIXUWKHUURDGFRQVWUXFWLRQDQGDVVRFLDWHGODQGDFTXLVLWLRQV
7KHVHDVSHFWVRI WKHEURDGHUHFRQRPLFVRFLDODQGHQYLURQPHQWDOSHUIRUPDQFHRI WKHFLW\
VKRXOGEHWDNHQLQWRDFFRXQW(YHQZLWKRXWWKHPKRZHYHUWKHEHQH¿WVRISXEOLFWUDQVSRUW
DUH JUHDWHU WKDQ WKH VXEVLGLHV ZKLFK GHPRQVWUDWH KRZ JRYHUQPHQW VXEVLGLHV RI SXEOLF
WUDQVSRUWFDQGHOLYHULPSRUWDQWDGYDQWDJHV
 the benefits of public 
transport are greater  
than the subsidies 
Inappropriate privatisation or outsourcing and misunderstanding efficiency
2XWVRXUFLQJ DQG SULYDWLVDWLRQ VFKHPHV DUH IUHTXHQWO\ XQGHUWDNHQ ZLWK WKH VWDWHG LQWHQWLRQ
RI LQFUHDVLQJ HI¿FLHQF\ 6RPHWLPHV WKLV LV GRQH DIWHU D FDUHIXO DQG LQGHSHQGHQW DQDO\VLV WKDW
GHWHUPLQHVWKHSULYDWHVHFWRULVOLNHO\WREHPRUHHI¿FLHQWDWWKHSDUWLFXODUWDVN$WRWKHUWLPHVLW
LVGRQHVLPSO\RQWKHEDVLVRIWKHPLVWDNHQEHOLHIWKDWWKHSULYDWHVHFWRULVDOZD\VPRUHHI¿FLHQW
WKDQWKHSXEOLFVHFWRU7KLVEHOLHILVVRPHWLPHVFDOOHGµSULYDWHVHFWRUSULPDF\¶30
$FRPPRQPLVFRQFHSWLRQLVWKDWSULYDWHVHFWRUSULPDF\LVVXSSRUWHGE\HFRQRPLF¿QGLQJVWKDW
PDUNHWVDOZD\VGULYHHI¿FLHQF\7KLVLVDQLQFRPSOHWHXQGHUVWDQGLQJRIWKHHFRQRPLFVRIPDUNHWV
ZKHQDSSOLHGLQWKH¿HOGVIRUZKLFKSXEOLFVHUYLFHVKDYHEHHQEXLOW$EVWUDFWHFRQRPLFPRGHOV
SUHGLFWWKDWZHOOIXQFWLRQLQJFRPSHWLWLYHPDUNHWVZLOOPDWFKVXSSO\DQGGHPDQGVRWKDWJRRGV
DQGVHUYLFHVDUHSURGXFHGDWWKHSULFHVDQGTXDQWLWLHVWKDWZLOOEHSXUFKDVHG7KHUHVXOWSURYLGHV
PD[LPXPVDWLVIDFWLRQRIFRQVXPHUV¶QHHGVZLWKLQWKHLUFRQVWUDLQHGEXGJHWVDQGHQVXUHVOHDVW
FRVWE\SURGXFHUV7KLVPHDQVQRHIIRUWLVZDVWHGRQWKHSURGXFWLRQRILWHPVRUWKHSURYLVLRQRI
VHUYLFHVWKDWSHRSOHDUHQRWZLOOLQJWRSD\IRU)XUWKHUPRUHZKHUHWKHUHDUHOLPLWVWRZKDWFDQ
EHPDGHRUSURYLGHGHIIRUWJRHVWRZDUGVWKRVHJRRGVDQGVHUYLFHVWKDWKDYHWKHKLJKHVWYDOXHLQ
WHUPVRIWKHDPRXQWWKDWSHRSOHDUHZLOOLQJWRSD\
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7KH WRXJK DQG LQYLVLEOH KDQGRI WKHPDUNHW DFFRUGLQJ WR WKLVPRGHO HQVXUHV ERWK DOORFDWLYH
HI¿FLHQF\ PDUNHWVSURYLGHRQO\ WKRVH WKLQJVSHRSOHZDQW DQG WHFKQLFDO HI¿FLHQF\ KLJKFRVW
SURGXFHUVJRRXWRIEXVLQHVV7KHPRGHOLVOLPLWHGKRZHYHUDVWKHUHDOZRUOGGHSDUWVIURPWKH
DEVWUDFWPRGHOLQPDQ\LPSRUWDQWZD\V6RPHWLPHVWKHGHSDUWXUHVDUHPLQRUDQGWKHFRVWVWR
EULQJDERXWLGHDORXWFRPHVZRXOGEHJUHDWHUWKDQWKHFRVWRIGHSDUWXUHVIURPWKHLGHDO%XWLQ
PDQ\FDVHVWKHFRVWVRI µPDUNHW IDLOXUH¶ WRXVHWKHFRQYHQWLRQDOHFRQRPLFWHUPDUHVXFKWKDW
SXEOLF LQWHUYHQWLRQ WKURXJK JRYHUQPHQW SURYLVLRQ HJ URDGV IXQGLQJ HJ KHDOWK FDUH RU
UHJXODWLRQHJWKH¿QDQFHVHFWRULVUHTXLUHG0DUNHWVKDYHUHSHDWHGO\EHHQVKRZQE\HFRQRPLF
DQDO\VLVWRIDLOWRGHOLYHUHI¿FLHQF\LQDUDQJHRIFLUFXPVWDQFHV7KHVHDUHRXWOLQHGEHORZ
Non-­competitive  conditions
3XEOLFVHUYLFHVDUHSURYLGHGPDLQO\LQDUHDVZKHUHVWDQGDUGFRPSHWLWLYHPDUNHWFRQGLWLRQVGRQRW
DSSO\8QOLNHVHUYLFHVGHOLYHUHGWKURXJKFRPSHWLWLYHPDUNHWVSXEOLFVHUYLFHVSRVVHVVVRPHXQLTXH
FKDUDFWHULVWLFVGLVWULEXWLRQDORXWFRPHVDUHSDUWLFXODUO\LPSRUWDQWIRUH[DPSOHLQWKHWD[WUDQVIHU
DQGZHOIDUHVXSSRUWV\VWHPVVHUYLFHVDUHWKRXJKWEHVWWRIROORZQHHGUDWKHUWKDQZLOOLQJQHVVRU
FDSDFLW\WRSD\OLNHMXVWLFHRUGLVDELOLW\VHUYLFHVPLQLPXPVHUYLFHOHYHOVDUHGHVLUHGHYHQLIWKH\
DUHKLJKFRVWOLNHVHUYLFHVWRUXUDODQGUHPRWHFRPPXQLWLHVRUWR$XVWUDOLDQVWUDYHOOLQJDEURDG
DQGFHUWDLQFROOHFWLYHJRRGVDUHGHOLYHUHGWKDWFDQQRWEHSURGXFHGLQDPDUNHWOLNHGHIHQFHDQG
LPPLJUDWLRQ3XEOLFVHUYLFHVRIWHQLQYROYHHOHPHQWVRIUHJXODWLRQRURYHUZKHOPLQJFRPPLWPHQW
WR WKHSXEOLFUDWKHU WKDQSULYDWH LQWHUHVW OLNHSDUOLDPHQWDU\VHUYLFHV WKHPLOLWDU\DQGSROLFH
6XFKVHUYLFHVDUHQRWEHVWSURYLGHGLQDIUDPHZRUNZKHUHWKHSULPDU\PRWLYDWLRQLVSUR¿W
Single  buyer
,QDSXEOLFVHUYLFHRXWVRXUFLQJWKHJRYHUQPHQWLVRIWHQWKHRQO\EX\HUVRWKLVLVQRWDJHQXLQH
FRPSHWLWLYHPDUNHW7KHPDUNHWSRZHURIWKHRQHEX\HULVRIWHQXVHGWRJHWYHU\ORZSULFHVIURP
VXSSOLHUV7KLVFDQEHDEHQH¿WVLQFHWKHVDYLQJVIURPWKHVHORZSULFHVDOORZPRUHVHUYLFHVWREH
SURYLGHGWRWKHFRPPXQLW\+RZHYHUWKLVPDUNHWSRZHUFDQEHPLVXVHGWRGULYHSULFHVVRORZ
WKDWWKHUHDUHORQJWHUPFRVWV)RUH[DPSOHPDQ\$XVWUDOLDQFKDULWLHVDQGRWKHUQRWIRUSUR¿W
ERGLHVKDYHEHHQXVHGWRGHOLYHUORZFRVWZHOIDUHVHUYLFHVEXWWKLVKDVRIWHQEHHQDWWKHH[SHQVHRI
SURJUDPHIIHFWLYHQHVVRUG\QDPLFHI¿FLHQF\3ULFLQJLVRIWHQWRRORZWRVXVWDLQDGHTXDWHWUDLQLQJ
HPSOR\IXOO\TXDOL¿HGVWDIIRUWRGHYHORSQHZVHUYLFHPRGHOV$UDQJHRIVHUYLFHTXDOLW\GLVDVWHUV
KDYHFRPHWROLJKWRYHUWKH\HDUVLQDUHDVOLNHFKLOGFDUHDQGQXUVLQJKRPHVUHTXLULQJFRVWO\¿[HV
UHUHJXODWLRQDQGVRRQ
Alternative  means  of  competing
$VPHQWLRQHG DERYHPDUNHWV FDQ GULYH WHFKQLFDO HI¿FLHQF\ LQ WKDW WKH\ LQYROYH FRPSHWLWLRQ
%HLQJDEOH WRSURGXFH WKHVDPHTXDOLW\RIRXWSXWVDW ORZHVWFRVW LVRQHZD\RIRXWFRPSHWLQJ
DOWHUQDWLYHSURYLGHUV+RZHYHUWKHUHDUHQXPHURXVRWKHUZD\VWRDSSHDUWREHFRPSHWLWLYHVXFK
DVUHGXFLQJTXDOLW\LQZD\VWKDWDUHKDUGIRUFXVWRPHUVWRGHWHFWVSHQGLQJPRUHRQPDUNHWLQJ
JUHDWHUDFFHVVWRFDSLWDORUPDLQWDLQLQJVXSHULRUDFFHVVWREX\HUV7KLVPHDQVWKDWRXWVRXUFLQJ
WRFUHDWHDPDUNHWZLOORQO\LPSURYHHI¿FLHQF\WRWKHH[WHQWWKDWDWWHPSWLQJWRSURGXFHWKHVDPH
TXDOLW\RXWSXWVDWDORZHUFRVWLVWKHGRPLQDQWIRUPRIFRPSHWLWLRQLQWKHQHZPDUNHW%HFDXVH
RIWKHFRPSOH[LW\RIPHDVXULQJSXEOLFVHUYLFHRXWSXWVLWFDQEHGLI¿FXOWIRUHYHQDZHOOLQIRUPHG
JRYHUQPHQWEX\HUWRHQVXUHWKDWORZHUELGVIRUSXEOLFVHUYLFHFRQWUDFWVGRQRWVLPSO\UHVXOWLQ
ORZHUTXDOLW\VHUYLFHVUDWKHUWKDQHI¿FLHQF\
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Principal-­agent  problem
7KLV SUREOHP RFFXUV ZKHQ DQ LQGLYLGXDO RU RUJDQLVDWLRQ DQ DJHQW LV FDUU\LQJ RXW ZRUN RQ
EHKDOIRIVRPHRQHHOVHWKHSULQFLSDO:KHUHWKHLQWHUHVWVRIWKHDJHQWDQGWKHSULQFLSDODUHQRW
H[DFWO\DOLJQHGSUREOHPVFDQHDVLO\DULVH%HFDXVHWKHDJHQWLVGRLQJWKHDFWXDOZRUNWKH\ZLOO
IUHTXHQWO\KDYHPRUHNQRZOHGJHDERXWKRZWKHZRUNVKRXOGEHVWEHGRQHFDOOHG LQIRUPDWLRQ
DV\PPHWU\DQGLWFDQEHGLI¿FXOWIRUWKHSULQFLSDOWRRYHUVHHWKHZRUNHIIHFWLYHO\7KHUHVXOWLVD
WHQGHQF\WRSURGXFHRXWSXWVWKDWDUHVXLWHGWRWKHQHHGVRIWKHDJHQWUDWKHUWKDQWKHSULQFLSDO$
ZHOOGHVLJQHGLQFHQWLYHV\VWHPFDQHQVXUHWKDWWKHLQWHUHVWVRISULQFLSDODQGDJHQWDUHDOLJQHG
+RZHYHUDVPHQWLRQHGDERYHWKHREMHFWLYHVLQSXEOLFVHUYLFHVDUHRIWHQFRPSOH[DQGGLI¿FXOWWR
TXDQWLI\7KLVPDNHVGHVLJQLQJHIIHFWLYH LQFHQWLYHV\VWHPVH[WUHPHO\GLI¿FXOWDQGPHDQVWKDW
RXWVRXUFLQJZRUNVRQO\IRUVLPSO\VSHFL¿HGVHUYLFHVRWKHUZLVHFRQWUDFWRUVWHQGWRIRFXVWKHLU
DWWHQWLRQRQJHQHUDWLQJLPSUHVVLYHSHUIRUPDQFHDFFRUGLQJWRLQGLFDWRUVWKDWPD\QRWUHODWHZHOO
WRWKHSULQFLSDO¶VDFWXDOREMHFWLYHV
De-­skilling
3XEOLFVHUYLFHDJHQFLHVDVGHVLJQHUVRISURJUDPVDQGSXUFKDVHUVRIVHUYLFHVEHJLQWRGHVNLOODVWKH\
KDYHGLPLQLVKLQJUROHVDQGH[SHULHQFHRIWKHIURQWOLQHDQGWKLVH[DFHUEDWHVWKHSULQFLSDODJHQW
SUREOHP3URFXUHPHQWDQGUHFUXLWPHQWVNLOOSUREOHPVHPHUJHDQGVHYHUDOKDYHEHHQUHSRUWHGLQ
UHFHQW\HDUV'LI¿FXOWLHVDULVHZLWKGHVLJQLQJDQGLPSOHPHQWLQJQHZVHUYLFHVSDUWLFXODUO\ZKHQ
SROLFLHV DUH FUDIWHG ZLWKRXW SURSHU FRQVLGHUDWLRQ RI SUDFWLFDO FRQVWUDLQWV RU ZLWK LQDGHTXDWH
NQRZOHGJH RI LQQRYDWLRQV LQ GHOLYHU\ WKDW RSHQ XS SROLF\ RSWLRQV31 6RPH GHSDUWPHQWV KDYH
UHDFKHGWKHSRLQWWKDWWKH\PXVWWXUQWRFRQWUDFWRUVHYHQIRUWKHVPDOOHVWWDVNVWKDWPLQLVWHUV
PLJKWJLYH WKHP7RD ODUJHH[WHQW LW LVRQO\EHFDXVH VRPDQ\SULYDWH FRQWUDFWRUVDUH IRUPHU
SXEOLFVHUYDQWVWKDWWKHQHFHVVDU\VNLOOLVDYDLODEOHDWDOO$VWKHVHSXEOLFVHUYLFHWUDLQHGZRUNHUV
VWDUWWRDJHDQGUHWLUHWKHUHLVDPXFKWKLQQHUSRRORIUHSODFHPHQWVFRPLQJWKURXJKGHSHQGLQJ
RQKRZPXFKFDSDFLW\KDVEHHQUHWDLQHGLQWKHYDULRXVDUHDVRIVHUYLFH
Loss  of  economies  of  scale
0DQ\ ¿HOGV RI SXEOLF DFWLYLW\ LQYROYH QHWZRUNV DQG VFDOH HI¿FLHQFLHV 7KHVH RIWHQ DUH PRVW
HI¿FLHQWO\GHOLYHUHGDVVLQJOHSXEOLFV\VWHPV$QH[DPSOHPD\EHWKHPXFKORZHUDGPLQLVWUDWLYH
FRVWSHUGROODUGLVEXUVHGE\0HGLFDUHDQDWLRQZLGHKHDOWK LQVXUDQFHVFKHPHUHODWLYH WR WKH
PXOWLWXGHRIKLJKHUFRVWSULYDWHKHDOWKLQVXUDQFHVFKHPHV2WKHUH[DPSOHVDULVHLQURDGQHWZRUNV
VWDWLVWLFDOFROOHFWLRQVPHWHRURORJ\VHUYLFHVDQGPDQ\RWKHUV
7KHSULYDWHVHFWRULVQRWLQKHUHQWO\PRUHHI¿FLHQWWKDQWKHSXEOLFVHFWRULQWKHGHOLYHU\RISXEOLF
VHUYLFHV32 7DNLQJ D IXOO YLHZ RI HI¿FLHQF\ WKHUH LV QR HYLGHQFH WKDW SULYDWH VFKRROV DUHPRUH
HI¿FLHQWWKDQSXEOLFVFKRROV33 WKDWSULYDWHKHDOWKDQGKRVSLWDOVHUYLFHVDUHPRUHHI¿FLHQWWKDQ
SXEOLFKHDOWKDQGKRVSLWDOVHUYLFHV34RUWKDWSULYDWHUHJXODWLRQDQGFRGHVRISUDFWLFHZRUNEHWWHU
RUDUHEHWWHUHQIRUFHGWKDQSXEOLFUHJXODWLRQLQPDQ\¿HOGV,QVRPHVLWXDWLRQVSULYDWHO\SURYLGHG
VHUYLFHVPD\EHPRUHHI¿FLHQWEXWLQRWKHUVWKH\DUHOHVVHI¿FLHQW7KLVPHDQV
WKDWGHFLVLRQVRQZKHWKHURUQRWWRRXWVRXUFHRUSULYDWLVHQHHGWREHPDGHRQO\
DIWHU LQGHSHQGHQW UREXVWDQGFRPSUHKHQVLYHDQDO\VLVRI WKH OLNHO\ LPSDFWVRQ
HI¿FLHQF\DQGRWKHUNH\SROLF\JRDOV6XFKDQDO\VLVVKRXOGWU\WRLGHQWLI\DOOFRVWV
LQYROYHGLQFOXGLQJFRVWVWUDQVIHUUHGWRXVHUVRIJRYHUQPHQWVHUYLFHV7KHIXWXUH
PXVWKDYHDVPXFKZHLJKWDVWKHSUHVHQWLQWKHDVVHVVPHQW0DNLQJFKRLFHVLQ
WKLVZD\ LV RI FRXUVHPRUHGLI¿FXOW WKDQD VLPSOH UXOHEDVHGSUHIHUHQFH IRU D
FHUWDLQVHFWRUEXWLVOLNHO\WROHDGWREHWWHUUHVXOWV7KHIROORZLQJFDVHVWXG\LVD
JRRGH[DPSOHRIZKHUHWKHSUHVHQFHRIVRPHRIWKHDERYHGHVFULEHGIDFWRUVQRQ
FRPSHWLWLYHFRQGLWLRQVDOWHUQDWLYHPHDQVRIFRPSHWLQJDQGORVVRIHFRQRPLHVRI
VFDOHPHDQVWKHFDVHIRUJRYHUQPHQWLQYROYHPHQWLVFOHDU
 The private sector 
is not inherently more 
efficient than the public 
sector in the delivery  
of public services. 
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BOX 1.2:    A  clear  need  for  government  leadership    
–  the  National  Broadband  Network  (NBN)
7KHSULYDWHVHFWRULVQRWZHOOVXLWHGWROHDGLQJWKHFRQVWUXFWLRQRIELJQHWZRUNV7KHEHVWZD\
WREXLOGDQDWLRQDOQHWZRUNUHJDUGOHVVRIZKHWKHULWLVFRPPXQLFDWLRQRUWUDQVSRUWLVWKURXJK
WKHOHDGHUVKLSRIDQDWLRQDOJRYHUQPHQW7KDWGRHVQRWPHDQWKDWWKHUHFDQQRWEHVXEVWDQWLDO
SULYDWHLQYROYHPHQW$JUHDWGHDORIWKHZRUNRIUROOLQJRXWWKH1%1LVEHLQJGRQHE\SULYDWH
FRQWUDFWRUV%XWIRUDQXPEHURIUHDVRQVWKUHHRIZKLFKDUHRXWOLQHGKHUHXQFHUWDLQW\RYHU
WKH WLPLQJ RI HFRQRPLF UHWXUQV QHHG IRU FRQVLVWHQF\ LQ UROORXW DQG DYRLGLQJ GXSOLFDWHG
QHWZRUNVSXEOLF VHFWRU OHDGHUVKLS LVYLWDO WRVHWWOLQJNH\REMHFWLYHV
DQGVWDQGDUGVRIGHOLYHU\
7KH PRVW VLJQL¿FDQW SUREOHP IRU SULYDWH VHFWRU OHDGHUVKLS LQ
FRQVWUXFWLQJ DQ 1%1 LV WKH XQFHUWDLQW\ RI WKH WLPLQJ RI HFRQRPLF
UHWXUQV 7KH YDOXH RI D QHWZRUN GRHV QRW LQFUHDVH LQ D SUHGLFWDEOH
IDVKLRQ7KH¿UVWSULYDWHWHOHSKRQHVZHUHDQRYHOW\EXWQRWYHU\XVHIXO
$KXQGUHGSKRQHVDFURVVDQHQWLUHFRXQWU\DUHXQOLNHO\WRFRQQHFW\RX
WRPDQ\SHRSOH\RXNQRZ3HUKDSVHYHQDWKRXVDQGSKRQHVZLOOQRWEH
XVHIXOEXWDWVRPHSRLQWWKHQHWZRUNLVRIHQRXJKYDOXHWKDWHYHU\RQH
ZDQWVWREHSDUWRILWDQGWKHZD\ZHFRPPXQLFDWHLVFKDQJHGIRUHYHU
$WWKDWSRLQWWKHQHWZRUNEHFRPHVHFRQRPLFWRUXQEXWWKHWLPLQJRI
WKDWSRLQWLVLPSRVVLEOHWRSUHGLFW7KLVLVDKLJKULVNIRUSULYDWHVHFWRU
LQYHVWRUVZKRJHQHUDOO\FDQQRWEHDUWKLVWLPLQJXQFHUWDLQW\
$QRWKHU SUREOHP LV ZLWK FRQVLVWHQF\ DQG UHOLDELOLW\ ,W ZRXOG EH
H[WUHPHO\GLI¿FXOW WR¿QGDSULYDWH FRPSDQ\ELJ HQRXJK WR WDNHRQ
WKHHQWLUHWDVNRIUROOLQJRXWD1%1DQGHYHQLI WKDWZHUHSRVVLEOH
LW ZRXOG FUHDWH D PRQRSRO\ DQG UHPRYH DQ\ SRVVLEOH EHQH¿WV
RI SULYDWH VHFWRU FRPSHWLWLRQ ,I D QHWZRUN LV EXLOW E\ D YDULHW\
RI RUJDQLVDWLRQV WKHUH ZLOO EH GLIIHUHQFHV LQ WKH NLQG RI QHWZRUN
LQVWDOOHGDQGWKHZD\LWLVVHWXSLQGLIIHUHQWDUHDV7KLVZLOOFRQVWUDLQWKHZD\LQZKLFKWKH
QHWZRUNFDQEHXVHG)RUH[DPSOHDQRUJDQLVDWLRQPD\ZLVKWRLQYHVWLQKLJKTXDOLW\YLGHR
FRQIHUHQFLQJEHFDXVH RI WKH VDYLQJV WKDW FDQEHPDGHE\KDYLQJ HPSOR\HHV WHOHFRPPXWH
+RZHYHU LI LW LV XQFHUWDLQ WKDW DOO HPSOR\HHV ZLOO EH DEOH WR XVH WKH V\VWHP VXFFHVVIXOO\
IURPKRPHGHSHQGLQJRQZKHUHWKH\OLYHWKHQWKHLQYHVWPHQWZLOOOLNHO\QRWEHPDGH7KH
FRQVLVWHQF\ LQYROYHVDQXPEHURI IDFWRUVQRW MXVW WKHVSHHGEXWDVSHFWVVXFKDV LWV µMLWWHU¶
WHQGHQF\ WRKDYH VORZSHULRGVDQGEXUVWVRI VSHHGDQG µODWHQF\¶ GHOD\ LQ WUDQVPLVVLRQ
,QFRQVLVWHQFLHVLQWKHVHUHVSHFWVFDQPDNHFRPPXQLFDWLRQPXFKOHVVLQWHOOLJLEOHDQGFDXVH
GDWD ORVVHV $ JRYHUQPHQWGULYHQ QDWLRQDO UROORXW ZLWK D JXDUDQWHH RI FHUWDLQPLQLPXP
VWDQGDUGV JLYHV D FRQVLVWHQF\ WKDW EURDGHQV WKH SRWHQWLDO DSSOLFDWLRQV RI WKH QHWZRUN
,QFRQVLVWHQF\DQGXQUHOLDELOLW\DUHRISDUWLFXODUFRQFHUQIRUUXUDOFRPPXQLWLHVVLQFHLWLVLQ
WKHVHVPDOOHUPDUNHWVZKHUHUHGXFHGLQFHQWLYHVIRUSULYDWHLQYHVWPHQWPDNHWKHVHSUREOHPV
PRUH OLNHO\7KHVHSUREOHPVDUHDGLVLQFHQWLYH IRUEXVLQHVVHV WRRSHUDWH LQ UXUDO DUHDV ,I
DOHYHORIFRQVLVWHQF\LVJXDUDQWHHGQRWRQO\GRUXUDODUHDVEHQH¿WEXWDUJXDEO\VWUDLQRQ
FDSLWDOFLWLHVLVUHGXFHG
$ IXUWKHUSUREOHP LV WKH OLNHOLKRRG WKDW FRPSHWLQJQHWZRUNVPD\EHEXLOW DORQJVLGH HDFK
RWKHU$QH[DPSOHRIWKLVLVWKHQHHGOHVVGXSOLFDWLRQLQYROYHGLQKDYLQJVHSDUDWH2SWXVDQG
 across the spectrum of 
politics, regardless  
of beliefs about big or small 
government, there is broad 
agreement that leadership 
of the construction of 
Australia’s next significant 
network is best provided  
by government. 
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7HOVWUDPRELOH SKRQH WRZHU QHWZRUNV 7KLV OHDGV WRPDQ\ DUHDV KDYLQJ WZR WRZHUVZKHQ
RQO\RQHZRXOGEHUHTXLUHGIRUWKHQXPEHURIPRELOHSKRQHVLQWKHDUHDZKLOHRWKHUDUHDV
PLVVRXW1RWRQO\ LVEXLOGLQJGXSOLFDWHQHWZRUNVDZDVWHRI UHVRXUFHV WKHFRVWVRIZKLFK
DUHODUJHO\SDVVHGRQWRFRQVXPHUVWKURXJKKLJKHUFKDUJHVEXWLWFDQFDXVHQXPHURXVRWKHU
LQHI¿FLHQFLHV)RUH[DPSOHERWK7HOVWUDDQG2SWXVRIIHUµFDEOHLQWHUQHW¶FRQQHFWLRQVZKLFK
RSHUDWH WKURXJK D K\EULG ¿EUHFRD[LDO FDEOH +)& QHWZRUN %HFDXVH 7HOVWUD DQG 2SWXV
HDFKKDYHWKHLURZQ+)&QHWZRUNLWLVQRWSRVVLEOHWRFKDQJHSURYLGHUVUHPRWHO\,QVWHDGLW
LQYROYHVDWHFKQLFLDQYLVLWLQJWKHSUHPLVHVLQRUGHUWRUXQDVHFRQGFDEOHDQGLQVWDOODVHFRQG
VRFNHWLQWKHZDOO
7KHFDVHIRU)HGHUDO*RYHUQPHQWOHDGHUVKLSLQSURYLGLQJDQ1%1LVVRVWURQJLWKDVPRUH
RUOHVV EHHQ DFFHSWHG E\ DOO PDMRU SROLWLFDO SDUWLHV 0RVW RI WKH PHGLD GHEDWH RQ 1%1
SROLFLHV GXULQJ WKH  )HGHUDO (OHFWLRQ IRFXVHG RQZKHWKHU WKHUHZDV D IDOVH HFRQRP\
LQ WKH&RDOLWLRQ¶V1%1SODQRI UROOLQJRXW¿EUHRSWLF FDEOH WR µQRGHV¶ IRUPRVW VWUHHWVDQG
FRQQHFWLQJWRWKHH[LVWLQJFRSSHUQHWZRUNIURPWKHUHUDWKHUWKDQFRQQHFWLQJ¿EUHGLUHFWO\
WR DOPRVW   HYHU\ KRXVH XQGHU /DERU¶V SODQ /HVV FRPPRQO\ GLVFXVVHG LV WKH &RDOLWLRQ¶V
DFFHSWDQFH WKDW $XVWUDOLD VKRXOG KDYH DQ 1%1 DQG WKDW WKH SULPDU\ UHVSRQVLELOLW\ IRU
SURYLGLQJLWPXVWOLHZLWKJRYHUQPHQW357KLVSRVLWLRQKDVEHHQPDLQWDLQHGVLQFHWKHHOHFWLRQ
$OWKRXJK WKH&RDOLWLRQKDV VDLG WKDW LWZLOO UHPRYH WKH UHJXODWLRQV WKDW FXUUHQWO\ SUHYHQW
FRPSHWLQJQHWZRUNVIURPEHLQJEXLOWWKHUHLVDV\HWQRHVWLPDWHRIWKHH[WHQWWRZKLFKWKH
SULYDWHVHFWRULVOLNHO\WRWDNHXSWKLVRSSRUWXQLW\7KH&RDOLWLRQLVKROGLQJWKHSRVLWLRQSXW
E\$EERWWSULRUWRWKHHOHFWLRQµOHWDFRPSHWLWLYHPDUNHWGHOLYHUWKHVSHHGVWKDWSHRSOHQHHG
DWDQDIIRUGDEOHSULFHZLWKJRYHUQPHQWLPSURYLQJLQIUDVWUXFWXUHLQWKHDUHDVZKHUHPDUNHW
FRPSHWLWLRQ ZRQ¶W GHOLYHU LW¶36 7KH 1DWLRQDO &RPPLVVLRQ RI $XGLW UHSRUW UHFRPPHQGHG
WKDWWKH1%1&RRQO\EHSULYDWLVHGDIWHUUROORXWZDVFRPSOHWHG377KLVPHDQVWKDWDFURVV
WKHVSHFWUXPRISROLWLFVUHJDUGOHVVRIEHOLHIVDERXWELJRUVPDOOJRYHUQPHQWWKHUHLVEURDG
DJUHHPHQWWKDWOHDGHUVKLSRIWKHFRQVWUXFWLRQRI$XVWUDOLD¶VQH[WVLJQL¿FDQWQHWZRUNLVEHVW
SURYLGHGE\JRYHUQPHQW
Effectiveness and equity
7KHUH LV DQRWKHU IDFWRU WKDW DSSOLHV WRERWKRI WKH HUURUVGLVFXVVHG DERYH LQDSSURSULDWH FXWV
DQG LQDSSURSULDWH SULYDWLVDWLRQV RU RXWVRXUFLQJ DQG WKDW LV JRYHUQPHQWV JLYLQJ LQVXI¿FLHQW
FRQVLGHUDWLRQWRWZRFRQFHSWVWKDWDUHUHODWHGWRHI¿FLHQF\HIIHFWLYHQHVVDQGHTXLW\7KHVHWZR
FRQFHSWV UHÀHFW WKH H[SHFWDWLRQ WKDW WKH SXEOLF VHFWRU VHUYHV WKHZLGHU HFRQRP\ DQG VRFLHW\
&RQVLGHUDWLRQRIHI¿FLHQF\QHHGVWRWDNHWKLVLQWRDFFRXQW
$ JRRGGH¿QLWLRQ RIeffectiveness LV WKH UHODWLRQVKLS EHWZHHQSXUSRVH DQG UHVXOWV ,Q RWKHU
ZRUGVDQDFWLRQXQGHUWDNHQE\WKHSXEOLFVHUYLFHRUDSXEOLFVHFWRURUJDQLVDWLRQLVHIIHFWLYHLI
LW DFKLHYHV WKH REMHFWLYH WKDWZDV LQWHQGHG38 7KLVPHDQV LI D KHDOWK GHSDUWPHQW LPSOHPHQWV D
YDFFLQDWLRQSURJUDPWRUHGXFHWKHRFFXUUHQFHRIDGLVHDVHWKHSURJUDPLVHIIHFWLYHLILWGRHVUHGXFH
WKHQXPEHURILQIHFWLRQV
,QUHODWLRQWRSXEOLFVHUYLFHVHTXLW\PRVWFRPPRQO\UHIHUVWRERWKWKHHTXDOWUHDWPHQWRIHTXDOV
ZKHUHWKHUHDUHVLPLODUOHYHOVRIQHHGDQGWKHVHUYLFHLVHTXDOO\DFFHVVLEOHWRDOODQGWKHXQHTXDO
EXWIDLUWUHDWPHQWRIXQHTXDOVZKHUHVHUYLFHVDFFRXQWIRUWKHVSHFLDOQHHGVRISDUWLFXODUJURXSV
LQWKHFRPPXQLW\39(TXLW\FDQLQYROYHHTXLW\RIDFFHVVVRDOO$XVWUDOLDQVDUHH[SHFWHGWRKDYH
DGHTXDWHDFFHVVWRVHUYLFHVDQGHTXLW\RIRXWFRPHZKHUHE\DOO$XVWUDOLDQVDUHH[SHFWHGWRUHFHLYH
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 two concepts that are 
related to efficiency: 
effectiveness and equity… 
reflect the expectation  
that the public sector 
serves the wider  
economy and society  
VLPLODU RXWFRPHV UHVXOWLQJ IURP VHUYLFH XVH )RU H[DPSOH D YDFFLQDWLRQ
PLJKWEHPDGH IUHHO\ DYDLODEOH WR DOO HTXLW\RI DFFHVV RUPD\EHPDGH
DYDLODEOHIUHHWRFHUWDLQYXOQHUDEOHJURXSVVXFKDVFKLOGUHQRUWKRVHZLWK
DQXQGHUO\LQJPHGLFDOFRQGLWLRQVRWKDWWKRVHJURXSVDUHDVVDIHIURPWKH
HIIHFWVRI WKHGLVHDVHDV WKHJHQHUDOQRQYXOQHUDEOHSRSXODWLRQHTXLW\RI
RXWFRPHV)RUPDQ\$XVWUDOLDQVHTXLW\DOVRKDVRWKHUGLPHQVLRQV7KHVH
FDQEHLPSRUWDQWIRUPDQ\SROLFLHVDQGLQFOXGHVSDWLDOHTXLW\SDUWLFXODUO\
IRU WKRVH LQ UHPRWH DQG UXUDO DUHDV LQWHUJHQHUDWLRQDO HTXLW\ DQG VRFLDO
GLPHQVLRQVVXFKDVJHQGHUHTXLW\
7RPDNH FOHDU WKH UHODWLRQVKLS RI WKHVH FRQFHSWVZLWK HI¿FLHQF\ FRQVLGHU
WKHK\SRWKHWLFDOH[DPSOHRIDQHZYDFFLQHHLWKHUQHZO\GHYHORSHGRUQHZO\
LQWURGXFHGLQWRDFRXQWU\RUUHJLRQ7KHYDFFLQHPLJKWEHPRVWHIIHFWLYHDW
UHGXFLQJWKHQXPEHURILQIHFWLRQVLILWLVGHOLYHUHGWRHYHU\RQHDWDURXQGWKH
VDPHWLPH+RZHYHULWPLJKWFRVWPRUHWRSURYLGHLWLQDEXUVWWKDQLWGRHV
WRVSUHDGRXWWKHSURYLVLRQRYHUDORQJHUWLPHSHULRGEHFDXVHPDQ\QXUVHVKDYHWREHWUDLQHGWR
DGPLQLVWHUWKHYDFFLQHUDWKHUWKDQMXVWIHZZKRFDQWUDYHODURXQGDGPLQLVWHULQJWKHYDFFLQHRYHU
WLPH3URYLGLQJWKHYDFFLQDWLRQVDOODWRQFHPHDQVWKDWWKHFRVWRIHDFKYDFFLQDWLRQLVKLJKHUDQGWKLV
PLJKWVHHPLQHI¿FLHQW%XWDFRVWFXWWLQJPHDVXUHWRWUDLQRQO\DIHZQXUVHVDQGKDYHWKHPWUDYHO
WRGLIIHUHQWFRPPXQLWLHVDQGDGPLQLVWHUWKHYDFFLQHZRXOGUHGXFHWKHHIIHFWLYHQHVVRIWKHSURJUDP
DQGSRWHQWLDOO\WKHHTXLW\VLQFHUHPRWHFRPPXQLWLHVPLJKWEHGLVDGYDQWDJHGE\JHWWLQJWKHYDFFLQH
ODWH(YHQWKRXJKSURYLGLQJWKHVHUYLFHLQDEXUVWPHDQVPRUHUHVRXUFHVXVHGSHUYDFFLQHWKLVPD\
VWLOOEHHI¿FLHQWLIWKHDGGLWLRQDOHIIHFWLYHQHVVDQGHTXLW\DUHZRUWKWKHLQFUHDVHGFRVW
,QSUDFWLFH LW FDQEH YHU\GLI¿FXOW WR HVWDEOLVK WKH FRQQHFWLRQVEHWZHHQ LQSXWV DQGRXWFRPHV
EHFDXVH WKH\ WHQG WREH LQÀXHQFHGE\D UDQJHRI IDFWRUVDQG WKHUH LVRIWHQGHOD\EHWZHHQ WKH
RXWSXWVEHLQJSURYLGHGDQGWKHLUHIIHFWVVWDUWLQJWRVKRZ+RZHYHUZKHUHYHUSRVVLEOHWKHHIIHFWV
RIFXWVRURXWVRXUFLQJRQWKHSXEOLFVHUYLFH¶VEURDGHUUROHQHHGWREHDVVHVVHGWRHQVXUHDQDUURZ
SXUVXLWRIHI¿FLHQF\GRHVQRWGDPDJHHIIHFWLYHQHVVRUHTXLW\
7KH)HGHUDO*RYHUQPHQW¶V VWLPXOXVSDFNDJH LQ UHVSRQVH WR WKH*OREDO)LQDQFLDO&ULVLV *)&
SURYLGHVDJRRGH[DPSOHRIZK\WKHSXEOLFVHUYLFH¶VZLGHUUROHQHHGVWREHWDNHQLQWRDFFRXQW
ZKHQDVVHVVLQJLWVHI¿FLHQF\DVVHWRXWLQ%R[
BOX 1.3:    It’s  not  just  the  size  of  your  stimulus  package,    
it’s  the  way  you  use  it
$XVWUDOLD ZDV RQH RI RQO\ WKUHH DGYDQFHG HFRQRPLHV WKDW DYRLGHG UHFHVVLRQ GXULQJ WKH
*)&ZKLFKKDVHQVXUHGWKH)HGHUDO*RYHUQPHQW¶V¿VFDOVWLPXOXVSDFNDJHKDVEHHQZLGHO\
DFFODLPHG µ2QH RI WKH EHVW GHVLJQHG.H\QHVLDQ VWLPXOXV SDFNDJHV RI DQ\ FRXQWU\¶ VWDWHG
-RVHSK 6WLJOLW] IRUPHU :RUOG %DQN &KLHI (FRQRPLVW &OLQWRQ DGPLQLVWUDWLRQ HFRQRPLF
DGYLVRUDQGUHFLSLHQWRIWKH1REHO0HPRULDO3UL]HLQ(FRQRPLFV$QRSHQOHWWHUFLUFXODWHG
LQ  DQG VLJQHG E\ PRUH WKDQ ¿IW\ SURIHVVRUV DQG OHFWXUHUV IURP $XVWUDOLD¶V OHDGLQJ
XQLYHUVLWLHVSUDLVHGWKH)HGHUDO*RYHUQPHQW¶VDFWLRQVLQVWLPXODWLQJWKHHFRQRP\DYRLGLQJ
D UHFHVVLRQ DQG SUHYHQWLQJ PDVV XQHPSOR\PHQW40 7KH ,0) DOVR FRPPHQGHG WKH µTXLFN
LPSOHPHQWDWLRQRIWDUJHWHGDQGWHPSRUDU\¿VFDOVWLPXOXV¶41,WZDVFRQVLGHUHGWREHµDPRQJ
WKHPRVWHIIHFWLYHLQWKH2(&'¶42
-RVHSK6WLJOLW]SURYLGHVDFRJHQWDUJXPHQWLQVXSSRUWRIWKHSDFNDJHDQGWKHHI¿FLHQF\ZLWK
ZKLFKUHOHYDQWJRYHUQPHQWDJHQFLHVXQGHUWRRNGHOLYHU\
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   ,I\RXKadn’t   spent   the  PRQH\ WKHUHZRXOGKDYHEHHQZDVWH7KHZDVWHZRXOG
KDYHEHHQ WKH IDFW WKDW WKH HFRQRP\ZRXOGKDYHEHHQZHDN WKHUHZRXOGKDYH
EHHQDJDSEHWZHHQZKDWWKHHFRQRP\FRXOGKDYHSURGXFHGDQGZKDWLWDFWXDOO\
SURGXFHG± WKDW¶VZDVWH <RXZRXOG KDYH KDG KLJK XQHPSOR\PHQW \RXZRXOG
KDYHKDGFDSLWDODVVHWVQRWIXOO\XWLOLVHG±WKDW¶VZDVWH6R\RXUFKRLFHZDVRQH
form  of  waste  verses  another  form  of  waste.  And  so  it’s  a  judgment  of  what  is  the  
ZD\WRPLQLPLVHWKHZDVWH1RSHUIHFWLRQKHUH$QGZKDW\RXUJRYHUQPHQWGLG
ZDVH[DFWO\  right.43
7KHFDOFXODWLRQVRIWKH&RPPRQZHDOWK7UHDVXU\VXSSRUW6WLJOLW]¶VDQDO\VLV(VWLPDWHVLQGLFDWH
WKDWJURZWKZRXOGKDYHEHHQQHJDWLYHIRUWKUHHFRQVHFXWLYHTXDUWHUVZLWKRXW¿VFDOVWLPXOXV
2ULJLQDOO\WKH¿VFDOVWLPXOXVZDVIRUHFDVWWRLQFUHDVH*'3JURZWKE\WZRSHUFHQWDJHSRLQWV
LQDQGWRGHWUDFWDURXQGRQHSHUFHQWDJHSRLQWIURPJURZWKLQWKHHVWLPDWHVKDYH
FKDQJHGRQO\ VOLJKWO\ VLQFH WKHQ447KLV VXJJHVWV WKHHIIHFWRI WKH VWLPXOXVSDFNDJHZDV WR
DYRLGWKHZDVWHRIRXUHFRQRP\EHLQJELOOLRQVPDOOHUIURPIDFWRUVVXFKDVXQHPSOR\PHQW
DQGFDSLWDODVVHWXQGHUXWLOLVDWLRQ45
,WLVLQWHUHVWLQJWRQRWHWKDWDOWKRXJK$XVWUDOLD¶VVWLPXOXVSDFNDJHZDVRQHRIWKHODUJHVWDVD
SHUFHQWDJHRI*'3DQXPEHURIFRXQWULHVZLWKODUJHVWLPXOXVSDFNDJHVGLGQRWSHUIRUPYHU\
ZHOOVXEVHTXHQWO\7KH2(&'KDVFRQFOXGHGWKDWWKHHIIHFWLYHQHVVRIWKHVWLPXOXVZDVGXH
WRERWKWKHVL]HRIWKHPHDVXUHVDQGWKHVSHHGZLWKZKLFKLWZDVLQWURGXFHG7KHWDUJHWLQJRI
WKHVWLPXOXVWRKRXVHKROGVSDUWLFXODUO\WKRVHRQPRGHVWLQFRPHVDQGWRVFKRROEXLOGLQJV
ZKLFKFDQEHXQGHUWDNHQUDSLGO\DOVRFRQWULEXWHGWRWKHVSHHGRI LWVHIIHFW46'HVLJQZDV
FULWLFDODQGUHTXLUHGVXI¿FLHQWSXEOLFVHUYLFHFDSDFLW\WRSODQFRVWHVWDEOLVKDQGPRQLWRU
ODUJHSURMHFWVDJDLQVWYHU\WLJKWWLPHIUDPHV
$GGLWLRQDOH[SODQDWLRQVKDYHEHHQVXJJHVWHGIRU$XVWUDOLD¶VSHUIRUPDQFHGXULQJWKH*)&6RPH
RIWKHVHDOVRSRLQWWRWKHFULWLFDOUROHRIDKLJKTXDOLW\SXEOLFVHUYLFHSDUWLFXODUO\LQWZRUHVSHFWV
» %DQNLQJUHJXODWLRQ1RQHRIRXUPDMRUEDQNVIDLOHGDQG$XVWUDOLDZDVRQHRIRQO\
WZR DGYDQFHG* FRXQWULHV WKDW GLGQRWQHHG WRPDNH D JRYHUQPHQW LQMHFWLRQ RI
IXQGVWRWKHEDQNLQJV\VWHPWKRXJKDVLQPDQ\FRXQWULHVWKHJRYHUQPHQWGLGLVVXH
JXDUDQWHHVIRUERQGLVVXDQFHDQGGHSRVLWV2(&'DQDO\VLVVKRZVWKDWRXUUHJXODWLRQV
ZHUH QRW VWULFWHU EXW WKH\ZHUHZHOO LPSOHPHQWHG2XU EDQNLQJ V\VWHP µEHQH¿WHG
IURP\HDUVRIULJLGVXSHUYLVLRQE\³EHWWHUWKDQZRUOGFODVV´¿QDQFLDOUHJXODWRUV¶47
» 7KH 5HVHUYH %DQN  $SSURSULDWH DFWLRQV E\ WKH 5HVHUYH %DQN DQG VXSSRUWLQJ
JRYHUQPHQWPRQHWDU\SROLF\KHOSHGWRPDLQWDLQWKHVWDELOLW\RIWKH¿QDQFLDOV\VWHP
GXULQJWKH*)&DQGZDVQRGRXEWDNH\IDFWRUWKRXJKLQGLFDWLRQVDUHWKDWWKHIXOO
HIIHFW RI PRQHWDU\ SROLF\ LV XVXDOO\ GHOD\HG DQG ZDV PXWHG E\ WKH QDWXUH RI WKH
¿QDQFLDOVKRFN48
2WKHU H[SODQDWLRQV IRU $XVWUDOLD¶V VXFFHVV KDYH EHHQ RIIHUHG WKDW LPSO\ OHVV RI D UROH IRU
JRYHUQPHQW VXFK DV SRSXODWLRQ JURZWK VWUXFWXUH RI WKH HFRQRP\ DQGGHPDQG IURPRXU
PDMRUWUDGLQJSDUWQHUVHVSHFLDOO\&KLQD,QGHHG&KLQD¶VGHPDQGLVWKHPDLQUHDVRQXVXDOO\
JLYHQDVDQDOWHUQDWLYHH[SODQDWLRQIRUZK\ZHGLGVRZHOO7KHHFRQRPLVW6WHYH.HHQKDV
DUJXHGWKLVFDQQRWEHWKHFDVHLIRXUFXUUHQWHFRQRPLFSRVLWLRQKDGEHHQWKHUHVXOWRI&KLQD¶V
VWURQJ HFRQRP\ LWVHOI ERRVWHGE\ D VXEVWDQWLDO VWLPXOXVSURJUDP WKHQ H[SRUW LQGXVWULHV
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ZRXOGKDYHH[SHULHQFHGHPSOR\PHQWJURZWK¿UVWIROORZHGE\WKHUHVWRIWKHHFRQRP\7KH
UHDOLW\LVWKHJURZWKZDVGULYHQE\LQGXVWULHVEHQH¿WLQJPRVWIURPWKHVWLPXOXV49
7KHOLNHOLKRRGLVWKDWDOOWKHVHIDFWRUVSOD\HGFRPSOHPHQWDU\UROHV
ZLWK WKH QRQJRYHUQPHQW DVSHFWV EHLQJ IHG E\ DQG IHHGLQJ LQWR
WKHHIIHFWLYHQHVVRIJRYHUQPHQWDFWLRQV ,W VKRXOGEHNHSW LQPLQG
WKDW WKH µQRQJRYHUQPHQW¶ DVSHFWVPD\KDYH LQYROYHG D VLJQL¿FDQW
JRYHUQPHQWUROHLQWKHORQJWHUPIRUH[DPSOH LPPLJUDWLRQSROLF\
DIIHFWLQJ SRSXODWLRQ JURZWK DQG LQWHUQDWLRQDO WUDGLQJ UHODWLRQV
IDFLOLWDWHGE\GLSORPDF\
7KHUH DUH VRPH ZKR FRQWLQXH WR GLVPLVV WKH HI¿FDF\ RI WKH
JRYHUQPHQW¶VDFWLRQGXULQJWKH*)&FULWLFLVHZDVWHLQWKHVWLPXOXV
SDFNDJHDQGDUJXHDJDLQVWLWVRYHUDOOVL]H7KHVHDUHZRUWK\WRSLFV
RIGLVFXVVLRQWRHQVXUHIXUWKHULPSURYHPHQW1HYHUWKHOHVVHYLGHQFH
VXJJHVWVWKHWLPHO\JRYHUQPHQWLQWHUYHQWLRQLQDVORZLQJJOREDOHFRQRP\ZDVDQHFHVVDU\
FRQGLWLRQIRUWKHDYRLGDQFHRIUHFHVVLRQSUHYHQWLQJPDVVXQHPSOR\PHQWDQGVDIHJXDUGLQJ
DQHFRQRP\WKDWUHPDLQVRQHRIWKHVWURQJHVWLQWKHGHYHORSHGZRUOG
Conclusion
*LYHQWKHVFDOHDQGVLJQL¿FDQFHRIWKHZRUNWKDWWKHSXEOLFVHFWRUXQGHUWDNHVLWVRYHUDOOHI¿FLHQF\
LVFOHDUO\LPSRUWDQW+RZHYHUSHUPLWWLQJPLVWDNHQQRWLRQVRIHI¿FLHQF\WRGULYHSROLF\ZLOOUHVXOW
LQ µHI¿FLHQF\UHIRUPV¶ WKDWDFWXDOO\ LQFUHDVHZDVWH7RDYRLG WKHVHPLVWDNHVSROLFLHVRQSXEOLF
VHFWRUHI¿FLHQF\PXVW
» )RFXVDVPXFKRQUHVXOWVDVRQUHVRXUFHVRXWFRPHVDVZHOODVLQSXWVRISXEOLFVHUYLFH
SURJUDPVZKHQFXWVDUHDQQRXQFHGHYLGHQFHVKRXOGEHSURYLGHGWKDWWKHVDPHVHUYLFHV
FDQ EHPDLQWDLQHGZLWK IHZHU UHVRXUFHV RU WKH OLNHO\ UHGXFWLRQ LQ VHUYLFHV VKRXOG EH
RXWOLQHGDWWKHVDPHWLPH
» (QVXUHWKDWVKRUWWHUPHI¿FLHQF\JDLQVZLOOQRWUHVXOWLQODUJHUORQJWHUPHI¿FLHQF\ORVVHV
» &RQGXFWLQGHSHQGHQWDQGWKRURXJKLQYHVWLJDWLRQLQWRWKHDGYDQWDJHVDQGGLVDGYDQWDJHV
RILQKRXVHDQGRXWVRXUFHGVHUYLFHSURYLVLRQEHIRUHDQ\RXWVRXUFLQJGHFLVLRQVDUHPDGH
» &RQGXFWLQGHSHQGHQWDQGWKRURXJKLQYHVWLJDWLRQLQWRWKHDGYDQWDJHVDQGGLVDGYDQWDJHV
RISXEOLFDQGSULYDWHRZQHUVKLSRISXEOLFVHUYLFHRUJDQLVDWLRQVRULQIUDVWUXFWXUHEHIRUH
DQ\SULYDWLVDWLRQGHFLVLRQVDUHPDGH
» &RQVLGHUVRFLHW\ZLGHFRVWVQRWMXVWGLUHFWFRVWVWRJRYHUQPHQWEXGJHWVVRWKDWSXEOLF
VHUYLFHFXWVGRQRWLPSRVHFRVWVRQWKHSRSXODWLRQWKDWDUHJUHDWHUWKDQWKHVDYLQJV
2XUSXEOLFVHFWRUVXIIHUVWKHSOLJKWRIWKHDQRUH[LF1RPDWWHUKRZWKLQLWJHWVWKHUHDUHYRLFHV
VD\LQJLWLVWRRIDW7KHZRUGµHI¿FLHQF\¶LVRIWHQPLVXVHGWRPHDQµFXWV¶DQGVRPHFXWVWRSXEOLF
VHUYLFHVFDQHQGXSFRVWLQJXVPXFKPRUHWKDQWKH\VDYH
2XUSXEOLFVHUYLFHVGRDORWIRUXV7KH\QHHGWREHHI¿FLHQWHIIHFWLYHDQGIDLU7KLVZLOOQRWEH
DFKLHYHGE\HQGOHVVFXWVRUE\EOLQG IDLWK LQPDUNHWVROXWLRQV:HQHHGWRFRQVLGHUUHVXOWVDV
PXFKDVUHVRXUFHVZHQHHGWRWKLQNORQJWHUPZHQHHGWRFRQVLGHUFDUHIXOO\WKHEHQH¿WVDQG
GLVDGYDQWDJHVRIRXWVRXUFLQJDQGSULYDWLVDWLRQDQGZHQHHGWREHDZDUHRIVRFLHW\ZLGHFRVWV
QRWMXVWGLUHFWFRVWVWRJRYHUQPHQWEXGJHWV
 evidence suggests the  
timely government 
intervention... was a 
necessary condition for the 
avoidance of recession   
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2: Bang for our bucks
Efficient government?
$XVWUDOLD¶V SXEOLF VHFWRU LV DPRQJ WKH PRVW HI¿FLHQW LQ WKH ZRUOG $OWKRXJK LW LV GLI¿FXOW WR
PHDVXUHHI¿FLHQF\SUHFLVHO\LQWKHSURYLVLRQRISXEOLFVHUYLFHVGDWDIURPUHVSHFWHGLQWHUQDWLRQDO
RUJDQLVDWLRQV UHYHDO WKDW $XVWUDOLD SHUIRUPV YHU\ ZHOO FRPSDUHG WR VLPLODU FRXQWULHV RQ DOO
WKUHHNLQGVRIHI¿FLHQF\GLVFXVVHGLQ&KDSWHU7KLVVKRXOGQRWEHDVXUSULVHJLYHQWKHNLQGVRI
H[SHFWDWLRQV$XVWUDOLDQVKDYHRIWKHLUJRYHUQPHQWVZKHWKHU)HGHUDO6WDWHRU/RFDO$OWKRXJK
FRPSDULVRQVDUHRIWHQPDGHEHWZHHQ$XVWUDOLDDQGWKHKLJKWD[LQJFRXQWULHVRI1RUWKHUQ(XURSH
SDUWLFXODUO\ZKHQFRQVLGHULQJWKHSHUIRUPDQFHRIRXUSXEOLFVHFWRULQDUHDVVXFKDVKHDOWKDQG
HGXFDWLRQRXUWD[DWLRQOHYHOVDUHDFWXDOO\IDUFORVHUWRORZWD[LQJFRXQWULHVVXFKDVWKH86$DQG
6RXWK.RUHD$XVWUDOLDQVH[SHFW1RUWKHUQ(XURSHDQVHUYLFHVRQD86$EXGJHWDQGODUJHO\WKLVLV
ZKDWWKH\UHFHLYH
$VSRLQWHGRXW LQ WKH¿UVW FKDSWHUJRYHUQPHQWEXUHDXFUDFLHVDUHRIWHQ IDOVHO\DVVXPHG WREH
LQHI¿FLHQW 7KLV NLQG RI WKLQNLQJ PLJKW LQWHUSUHW LQWHUQDWLRQDO FRPSDULVRQV DV VKRZLQJ WKDW
$XVWUDOLD LV WKHEHVWRI WKHZRUVW+RZHYHUDVZDVDOVRGLVFXVVHGHDUOLHU WKHDVVXPSWLRQWKDW
WKHSULYDWHVHFWRULVDOZD\VQHFHVVDULO\PRUHHI¿FLHQWWKDQWKHSXEOLFVHFWRULVQRWVXSSRUWHGE\
WKHRU\RUHYLGHQFH,QZKDWIROORZVZHDOVRFRPSDUHWKHHI¿FLHQF\RIWKHWZRVHFWRUV7KHOLPLWHG
HYLGHQFHDYDLODEOHLQ$XVWUDOLDVKRZVOLWWOHGLIIHUHQFHLQRYHUDOOHI¿FLHQF\
7KHIDFWWKDWWKH$XVWUDOLDQSXEOLFVHFWRULVKLJKO\HI¿FLHQWGRHVQRWPHDQWKDWWKHUHLVQRURRP
WRLPSURYH(YHQWKHPRVWHI¿FLHQWRUJDQLVDWLRQVPD\KDYHDUHDVRIZRUNRUDVSHFWVRIDFWLYLWLHV
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WKDWFRXOGEHLPSURYHG$IWHUVHWWLQJRXWLQPRUHGHWDLOWKHHYLGHQFHRIHI¿FLHQF\MXVWRXWOLQHG
WKH¿QDOFKDSWHURIWKLVUHSRUWZLOOFRQFHQWUDWHRQWZRDVSHFWVRIWKH$36ZKHUHWKHUHPD\EH
RSSRUWXQLWLHV IRU LQFUHDVHG HI¿FLHQF\:KHQ UHDGLQJ WKHVH VHFWLRQV LW LV LPSRUWDQW WR NHHS LQ
PLQGWKHEURDGHUFRQWH[W,QJHQHUDOWKH$36UXQVHI¿FLHQWO\DQGWKHSRWHQWLDOUHIRUPVGLVFXVVHG
KHUHUHSUHVHQWHQKDQFHPHQWV:KLOHVWULYLQJIRULPSURYHGSHUIRUPDQFHLVLPSRUWDQWSUHYLRXV
DFKLHYHPHQWVVKRXOGQRWEHWDNHQIRUJUDQWHGRUZRUVHUHYHUVHG
International comparison
7KHGLI¿FXOWLHVLQPHDVXULQJHI¿FLHQF\KDYHSUHYLRXVO\EHHQPHQWLRQHG4XDQWLI\LQJWKHLQSXWV
RU UHVRXUFHV LV XVXDOO\ VWUDLJKWIRUZDUG ,W LV WKH RXWFRPHV WKH UHVXOWV ZKLFK DUH IUHTXHQWO\
GLI¿FXOWWRPHDVXUH7KLVUHPDLQVWKHFDVHZKHQFRPSDULQJDFURVVFRXQWULHV
7HFKQLFDOHI¿FLHQF\5HVRXUFHVDQGUHVXOWV
&RPSDULQJWD[HVLQWHUQDWLRQDOO\LVFRPSOH[EHFDXVHPRVWFRXQWULHVLQFOXGLQJ$XVWUDOLDKDYHD
FRPELQDWLRQRIGLIIHUHQWWD[HVDQGHYHU\FRXQWU\¶VPL[LVGLIIHUHQW+RZHYHUWKH2(&'SURYLGHV
FRPSDUDWLYHGDWDRQZDJHWD[HVDQGWRWDOWD[DWLRQWKDWVXSSO\DGHFHQWSLFWXUHRIRXUSRVLWLRQ
'HVSLWHFRPPRQSHUFHSWLRQV$XVWUDOLDDFWXDOO\KDVDORZOHYHORIWD[DWLRQFRPSDUHGWRFRXQWULHV
ZLWKVLPLODUO\VWUXFWXUHGHFRQRPLHV
:KLOHWKHUHDUHVRPHFRPSOH[LWLHVLQFRPSDULQJWKHDPRXQWRIUHYHQXHGLIIHUHQWFRXQWULHVJDLQ
IURPWD[DWLRQLWLVSRVVLEOHWRJHWDFOHDUSLFWXUHRI$XVWUDOLD¶VUHODWLYHOHYHORIWD[DWLRQ&RQWUDU\
WRVRPHFRPPRQSHUFHSWLRQV$XVWUDOLDLVDORZWD[FRXQWU\)LJXUHEHORZVKRZV$XVWUDOLD¶V
WRWDOWD[DWLRQDVDSHUFHQWDJHRI*'3WKHGDWDLVIURPDVWKLVZDVWKHPRVWUHFHQW\HDUZLWK
FRPSOHWHLQIRUPDWLRQ50,QZHZHUHWKH¿IWKORZHVWWD[LQJFRXQWU\RXWRIWKLUW\IRXULQWKH
2(&'
)LJXUH7RWDOWD[DWLRQDVSURSRUWLRQRI*'3IRU2(&'FRXQWULHV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7KHRXWFRPHVRI WKHGLIIHUHQWJRYHUQPHQWVDUHKDUGHU WRTXDQWLI\$QXPEHURI LQWHUQDWLRQDO
RUJDQLVDWLRQVKDYH FUHDWHGGLIIHUHQWPHDVXUHVRI YDULRXVDVSHFWVRI JRYHUQPHQWSHUIRUPDQFH
7ZRRIWKHPRVWZHOONQRZQDUHWKRVHSURGXFHGE\WKH:RUOG(FRQRPLF)RUXPDQGWKH:RUOG
%DQN7KH%DVLF5HTXLUHPHQWV6XELQGH[RIWKH*OREDO&RPSHWLWLYHQHVV,QGH[*&,SURGXFHGE\
WKH:RUOG(FRQRPLF)RUXPLQFRUSRUDWHVPHDVXUHVRIWKHVWUHQJWKRISXEOLFLQVWLWXWLRQVWKHOHYHO
RILQIUDVWUXFWXUHWKHPDFURHFRQRPLFHQYLURQPHQWKHDOWKRXWFRPHVDQGSULPDU\HGXFDWLRQDQG
VRLVDJRRGLQGLFDWRURIJRYHUQPHQWHIIHFWLYHQHVVDFURVVDQXPEHURIDUHDV517KH:RUOG%DQN¶V
:RUOG*RYHUQDQFH,QGLFDWRUV LQFOXGHD*RYHUQPHQW(IIHFWLYHQHVVPHDVXUHZKLFKDJJUHJDWHV
D UDQJH RI RWKHUPHDVXUHV E\ RUJDQLVDWLRQV VXFK DV WKH (FRQRPLVW ,QWHOOLJHQFH8QLW DQG WKH
:RUOG(FRQRPLF)RUXP52%HFDXVHLWLVDEURDGUDQJLQJDJJUHJDWHPHDVXUHLWZLOOEHXVHGKHUHDV
WKHPHDVXUHRIJRYHUQPHQWHIIHFWLYHQHVV,QDQ\FDVHWKHUHDUHVWURQJVLPLODULWLHVEHWZHHQWKH
UHVXOWVJLYHQE\GLIIHUHQWJRYHUQPHQWHIIHFWLYHQHVVPHDVXUHV537DEOHEHORZJLYHVWKHUDQNV
ZLWKLQWKH2(&'RQWKHWZRPHDVXUHVMXVWGLVFXVVHG2IWKHWKLUW\IRXUFRXQWULHVQLQHWHHQRI
WKHUDQNLQJVDUHZLWKLQWZRSODFHVRIHDFKRWKHUDQGRQO\WZRFRXQWULHVKDYHUDQNLQJVZLWKD
GLIIHUHQFHRIPRUHWKDQVHYHQ
7DEOH2(&'FRXQWULHVUDQNVLQWZRPHDVXUHVRIJRYHUQPHQWHIIHFWLYHQHVV
WGI 2011:  
Government  
Effectiveness
WEF-‐GCI:  
Basic  
Requirements  
2010-‐2011
Finland 1 3
Denmark 2 5
Sweden 3 2
New Zealand 4 10
Switzerland 5 1
Norway 6 13
Netherlands 7 6
Canada 8 8
Luxembourg 9 7
Australia 10 9
Belgium 11 15
Austria 12 11
Iceland 13 25
United Kingdom 14 14
Germany 15 4
United States 16 19
Japan 17 18
Ireland 18 21
France 19 12
Israel 20 24
WGI 2011:  
Government  
Effectiveness
WEF-‐GCI:  
Basic  
Requirements  
2010-‐2011
South Korea 21 16
Chile 22 22
Estonia 23 17
Spain 24 23
Slovenia 25 20
Portugal 26 26
Czech Republic 27 27
Slovakia 28 29
Hungary 29 31
Poland 30 30
Greece 31 33
Italy 32 28
Turkey 33 34
Mexico 34 32
countries  with  ranks  on  the  measures    
within  two  places  of  each  other,  countries  
countries  with  differences  in  ranks    
of  three  to  seven  places
countries  with  a  difference  of  eight  or  greater
False Economies
30
,WVKRXOGEHQRWHGWKDWWKH:RUOG*RYHUQDQFH,QGLFDWRUVDOVRLQFOXGHLQGLFDWRUVRIµUHJXODWRU\
TXDOLW\¶ µUXOH RI ODZ¶ DQG µFRQWURO RI FRUUXSWLRQ¶ $OO FRXOG SRWHQWLDOO\ EH UHJDUGHG DV SDUW RI
WKH RXWFRPHV RI JRYHUQPHQW DQG WKXV DPHDVXUH RI LWV HIIHFWLYHQHVV+RZHYHUZHZLOO IRFXV
RQ WKH LQGLFDWRU WKDW VSHFL¿FDOO\PHDVXUHV JRYHUQPHQW HIIHFWLYHQHVV 7KLV LQGLFDWRU µFDSWXUHV
SHUFHSWLRQVRIWKHTXDOLW\RISXEOLFVHUYLFHVWKHTXDOLW\RIWKHFLYLOVHUYLFHDQGWKHGHJUHHRILWV
LQGHSHQGHQFH IURPSROLWLFDO SUHVVXUHV WKHTXDOLW\ RI SROLF\ IRUPXODWLRQ DQG LPSOHPHQWDWLRQ
DQGWKHFUHGLELOLW\RIWKHJRYHUQPHQW¶VFRPPLWPHQWWRVXFKSROLFLHV¶541RWHWKDWWKLVPHDVXUH
GRHVQRWDWWHPSWWRGHWHUPLQHWKHFRQWULEXWLRQVRIGLIIHUHQWOHYHOVRIJRYHUQPHQW,WLVDPHDVXUH
RIWKHHIIHFWLYHQHVVRIWKHHQWLUHSXEOLFVHFWRURIHDFKFRXQWU\&RPSDULQJ$XVWUDOLDZLWKWKHVDPH
VHWRI2(&'FRXQWULHVLQWKHVDPH\HDUVDVWKHWD[UHYHQXHFRPSDULVRQSODFHVXVDVWKH
10WKPRVWHIIHFWLYHJRYHUQPHQWEHKLQGWKH1HWKHUODQGV&DQDGDDQG/X[HPERXUJEXWDKHDGRI
%HOJLXP$XVWULDDQG,FHODQG
,PSRUWDQWO\$XVWUDOLDLVWKHRQO\2(&'FRXQWU\WREHLQWKHWRSWHQPRVWHIIHFWLYHJRYHUQPHQWV
DQGWKHERWWRP¿YHORZHVWWD[LQJJRYHUQPHQWV7KLVLVVWURQJHYLGHQFHWKDWZHKDYHDIDUPRUH
HI¿FLHQWJRYHUQPHQWWKDQPRVWRIRXUSHHUFRXQWULHV7KHIROORZVFDWWHUGLDJUDPLOOXVWUDWHVWKLV
E\SORWWLQJUDQNLQHIIHFWLYHQHVVDJDLQVWUHYHUVHUDQNLQWD[DWLRQ7KHFRXQWULHVSORWWHGFORVHVW
WR WKH WRS ULJKW KDQG FRUQHU KDYH WKH KLJKHVW WHFKQLFDO HI¿FLHQF\ 2QO\ 6ZLW]HUODQG LV FORVHU
WRWKDWFRUQHUWKDQ$XVWUDOLDPHDQLQJWKDWRQWKLVPHDVXUHZHKDYHWKHVHFRQGPRVWHI¿FLHQW
JRYHUQPHQWLQWKH2(&'
)LJXUH2(&'FRXQWULHVUDQNHGE\ORZHVWWD[LQJDQGKLJKHVWHIIHFWLYHQHVV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6RXUFH $GDSWHG IURP2(&'5HYHQXH 6WDWLVWLFV  (GLWLRQ 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7KH SUHFLVH SRVLWLRQ RI GLIIHUHQW FRXQWULHV RQ WKH JUDSK FDQ EH GHEDWHG
IRU VHYHUDO UHDVRQV6RPHFRXQWULHVPD\SUHIHU FHUWDLQPHDVXUHVPDNLQJ
XS RU QRW LQFOXGHG LQ WKH JRYHUQPHQW HIIHFWLYHQHVV LQGLFDWRU 7KHUH
PD\ EH GLVSXWHV RYHU WKH SDUWLFXODUPHWKRGRORJLHV XVHG WR FDOFXODWH WKH
PHDVXUHVPDNLQJXSWKHJRYHUQPHQWHIIHFWLYHQHVVLQGLFDWRUDVZHOODVWKH
PHWKRGRORJ\ RI WKH:RUOG %DQN¶V DJJUHJDWLRQ 1RWDEO\ VXSHUDQQXDWLRQ
SD\PHQWVDUHQRWFRXQWHGDVDWD[EHFDXVHWKH\SURYLGHSHUVRQDOEHQH¿WV
WRWKHFRQWULEXWRUDQGLWFRXOGEHDUJXHGWKLVERRVWV$XVWUDOLD¶VDSSDUHQW
HI¿FLHQF\ LQ RQH DUHD RI SXEOLF VHUYLFHV 7KLVPHDQV WKH DERYH JUDSK LV
PHUHO\LQGLFDWLYH7KHFOHDULQGLFDWLRQKRZHYHULVWKDW$XVWUDOLDGRHVZHOO
LQWHFKQLFDOHI¿FLHQF\WHUPVGHOLYHULQJKLJKRXWFRPHVIRUORZLQSXWV
$SDSHUE\$QWRQLR$IRQVR/XGJHU6FKXNQHFKWDQG9LWR7DQ]LFDPHWRVLPLODUFRQFOXVLRQV
ZKHQLWH[DPLQHGWKHHI¿FLHQF\RIWKHSXEOLFVHFWRULQ2(&'FRXQWULHVLQFOXGLQJ$XVWUDOLD55  
7KH SDSHU XVHG D YDULHW\ RI VRFLRHFRQRPLF PHDVXUHV DV LQGLFDWRUV RI GLIIHUHQW DVSHFWV RI
JRYHUQPHQWSHUIRUPDQFHLQFOXGLQJDGPLQLVWUDWLYHHGXFDWLRQKHDOWKDQGSXEOLFLQIUDVWUXFWXUH
RXWFRPHVDVZHOODVJRYHUQPHQWDFKLHYHPHQWVZLWKUHJDUGVWRLQFRPHGLVWULEXWLRQHFRQRPLF
VWDELOLW\DQGHFRQRPLFSHUIRUPDQFH7KHVHLQGLFDWRUVDORQJZLWKSXEOLFH[SHQGLWXUHZHUHXVHG
WRJLYHDQRYHUDOOSXEOLFVHFWRUHI¿FLHQF\VFRUH2IWKHFRXQWULHV$XVWUDOLDUDQNHGWKLUG
$OORFDWLYHHI¿FLHQF\'RLQJWKHULJKWZRUN
$VVHVVLQJWKHDOORFDWLYHHI¿FLHQF\RI$XVWUDOLD¶VSXEOLFVHFWRULVPRUHGLI¿FXOWEXWWKHUHDUHSRVLWLYH
LQGLFDWLRQVWKDWWKHSXEOLFVHUYLFHLVHI¿FLHQWLQDOORFDWLQJUHVRXUFHV$XVWUDOLDLVZHOOUHJDUGHG
E\WKH2(&'IRUKDYLQJDZHOOµWDUJHWHG¶ZHOIDUHV\VWHPWKLVPHDQVWKDWDJUHDWHUSURSRUWLRQRI
JRYHUQPHQWSURYLGHGEHQH¿WVDQGVXEVLGLHVJRWRWKRVHZKRDUHGLVDGYDQWDJHG)RUH[DPSOHLQ
$XVWUDOLDKDGWKHORZHVWOHYHORIJRYHUQPHQWWUDQVIHUVJRLQJWRWKHZHDOWKLHVWKDOI
RIWKHSRSXODWLRQ7KH2(&'DYHUDJHZDV562IFRXUVHVRPHRIWKHFRXQWULHVWKDWGLVWULEXWH
PRUHPRQH\WRKLJKHUHDUQHUVKDYHGHOLEHUDWHO\FKRVHQDXQLYHUVDODSSURDFKZKHUHE\EHQH¿WV
RUVXEVLGLHVDUHDQHQWLWOHPHQWDWWDFKHGWRFLWL]HQVKLSDQGSDUWLFLSDWLRQQRWGLVDGYDQWDJH7KLV
DSSURDFK LQÀDWHV WKH DYHUDJH2(&' WUDQVIHUV WR WKHZHDOWK\ 5HJDUGOHVV $XVWUDOLD¶V OHYHO RI
WDUJHWLQJLVDQLQGLFDWRURILWVDELOLW\WRGLUHFWLWVUHVRXUFHVWRZKHUHWKH\DUHPRVWQHHGHG
7KH DQDO\VLV E\$IRQVR 6FKXNQHFKW DQG7DQ]L RQSXEOLF SHUIRUPDQFH DOVR WRRN LQWR DFFRXQW
DOORFDWLYHIDFWRUVDQGIRXQG$XVWUDOLDZDVDERYHDYHUDJHRQWKLVPHDVXUH
'\QDPLFHI¿FLHQF\$GDSWLQJRYHUWLPH
7KHH[WHQWWRZKLFKWKHSXEOLFVHFWRUWDNHVDGYDQWDJHRIQHZPRGHVRIRSHUDWLQJLWVG\QDPLF
HI¿FLHQF\LVSDUWLFXODUO\GLI¿FXOWWRDVVHVV+RZHYHULIDSXEOLFVHFWRULVPDLQWDLQLQJRULPSURYLQJ
LWV WHFKQLFDOHI¿FLHQF\UHODWLYH WR WKDWRIRWKHUFRXQWULHVRQHPLJKWSUHVXPHDFRUUHVSRQGLQJ
LQFUHDVHLQG\QDPLFHI¿FLHQF\(TXDOO\LIDSXEOLFVHFWRU¶VG\QDPLFHI¿FLHQF\ZDVSRRUFRPSDUHG
WR RWKHU FRXQWULHV RQH ZRXOG H[SHFW LW WR IDOO EHKLQG WKRVH FRXQWULHV RQ RWKHU PHDVXUHV RI
HIIHFWLYHQHVVDQGHI¿FLHQF\RYHUWLPH([DPLQLQJ$XVWUDOLD¶VWD[DWLRQUHYHQXHDQGJRYHUQPHQW
HIIHFWLYHQHVVZHFDQREVHUYHLWVUDQNLQJKDVLPSURYHGRYHUWLPHZKLFKVXJJHVWVWKDWUHODWLYHWR
RWKHUFRXQWULHVWKH$XVWUDOLDQSXEOLFVHFWRUKDVEHHQDGDSWLQJZHOOWRFKDQJH7KHUHLVSHUKDSV
DQRSHQTXHVWLRQDVWRZKHWKHUDOOJRYHUQPHQWVKDYHDVXEVWDQWLDOG\QDPLFHI¿FLHQF\SUREOHP
5HVROYLQJWKLVTXHVWLRQZLOOEHFRPHPRUHLPSRUWDQWJLYHQWKHSDFHRIFKDQJHDQGFRQQHFWLYLW\RI
PRGHUQJRYHUQPHQWV
 we have a far  
more efficient  
government than  
most of our  
peer countries  
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)LJXUH$XVWUDOLD¶V2(&'5DQNLQHIIHFWLYHQHVVDQGORZWD[DWLRQRYHUWLPH
6RXUFH$GDSWHGIURP2(&'5HYHQXH6WDWLVWLFV(GLWLRQ  
and  World  %DQN:RUOGZLGH*RYHUQDQFH,QGLFDWRUV
Sector comparison 
'HVSLWHWKHGLI¿FXOWLHVRIPHDVXUHPHQWWKHUHLVVXI¿FLHQWGDWDWRPDNHWKHFDVHWKDW$XVWUDOLD¶V
SXEOLFVHFWRUFRPSDUHVZHOOLQWHUQDWLRQDOO\WRRWKHUSXEOLFVHFWRUV+RZHYHUWKHUHLVIDUOHVVGDWD
DYDLODEOHRQWKHUHODWLYHHI¿FLHQF\RI$XVWUDOLDQSXEOLFDQGSULYDWHVHFWRURUJDQLVDWLRQV
Limited  Australian  data
$QREYLRXVZD\WRFRPSDUHWKHSXEOLFDQGSULYDWHVHFWRUVLVWRORRNDWVLWXDWLRQVZKHUHVHUYLFHV
SURYLGHGE\JRYHUQPHQWDUHSDUWLDOO\RUFRPSOHWHO\SULYDWLVHG7KLVPHDQVSULYDWHDQGSXEOLF
RUJDQLVDWLRQVSHUIRUPLQJDVLPLODUUROHFRXOGEHFRPSDUHG$OWKRXJK$XVWUDOLDKDVKDGDODUJH
QXPEHU RI JRYHUQPHQW IXQFWLRQV SULYDWLVHG57 YHU\ IHZ FDVHV KDYH VXI¿FLHQWO\ JRRG GDWD WR
FRPSDUHJRYHUQPHQWSURYLVLRQZLWKSULYDWHDQGFRPPXQLW\VHFWRUSURYLVLRQ%R[DQG%R[
RXWOLQHWZREULHIH[DPSOHVRIWKHVHGLI¿FXOWLHV
2002 2003 2004 2005 2006 2007 2008 2009 2010
Effectiveness Rank Low Taxation Rank
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BOX 2.1: 3ULYDWLVLQJ)HGHUDO*RYHUQPHQWOHJDOVHUYLFHV
2YHUWKHSDVW\HDUVSULYDWHSURYLGHUVKDYHLQFUHDVLQJO\VXSSOLHGWKHOHJDOVHUYLFHVUHTXLUHG
E\ )HGHUDO *RYHUQPHQW GHSDUWPHQWV DQG DJHQFLHV )RUPXFK RI WKH WK FHQWXU\ SXEOLF
VHFWRUOHJDOGHPDQGZDVSULPDULO\VXSSOLHGE\WKH$WWRUQH\*HQHUDO¶V'HSDUWPHQW$*'LQ
SDUWLFXODUWKH$XVWUDOLDQ*RYHUQPHQW6ROLFLWRU$*658)ROORZLQJWKHUHFRPPHQGDWLRQVRI
WKH/RJDQ5HYLHZZKLFKFRQFOXGHGWKDWWKHUROHRIJRYHUQPHQWOHJDOVHUYLFHSURYLGHUV
VKRXOGEHFRQ¿QHGWROHJDOPDWWHUVLQWKHSXEOLFLQWHUHVWWKH$*6ZDVWUDQVIRUPHGLQWRDQ
LQGHSHQGHQW*RYHUQPHQW%XVLQHVV(QWHUSULVHRSHUDWLQJDVDSULYDWHHQWLW\597KHUHIRUPV
DOVR H[SDQGHG XVH RI D XVHUSD\V PRGHO HQDEOLQJ JRYHUQPHQW GHSDUWPHQWV DQG SXEOLF
DXWKRULWLHVWRFRQWUDFWWKHLUOLWLJDWLRQPDWWHUVDQGOHJDODGYLFHWRSULYDWHODZ¿UPV
$W WKH WLPH WKH SULYDWLVDWLRQ RI OHJDO VHUYLFHV ZDV ODUJHO\ MXVWL¿HG RQ WKH EDVLV RI FRVW
HIIHFWLYHQHVV60(YLGHQFHVXJJHVWVWKDWDIWHUWKHVHUHIRUPVWKHOHYHORIH[SHQGLWXUHRQOHJDO
VHUYLFHV URVH VXEVWDQWLDOO\61 7KLVPLJKW VHHP WR LQGLFDWH WKDW SULYDWLVDWLRQ KDV OHG WR DQ
LQFUHDVHLQOHJDOFRVWV+RZHYHURWKHUHYLGHQFHSRLQWVWRDULVHLQSULYDWHVHFWRUOHJDOFRVWV
RYHUWKHVDPHSHULRG,QERWKFDVHVWKHGDWDLVÀDZHG7KHSULYDWHVHFWRUGDWDFRPHIURPD
VHULHVRI$%6VXUYH\VDQGWKHUHSRUWWKDWFROODWHVWKHPVSHFL¿FDOO\ZDUQVWKDWFKDQJHVLQ
PHWKRGRORJ\RIWKHVXUYH\PHDQWKDWFRPSDULVRQVEHWZHHQ\HDUVDUHQRWUHOLDEOH62 ,QWKH
SXEOLFVHUYLFHWKHHVWLPDWHFRPHVIURPFRPSDULQJIRXUGLIIHUHQWVHWVRIUHSRUWVFRQGXFWHG
DWYDULRXVWLPHV LW LVDFNQRZOHGJHGQRQHDUHOLNHO\WREHFRPSUHKHQVLYH63$OVRWKHUHKDV
EHHQOLWWOHUHVHDUFKRQWKHGULYHUVRIWKHLQFUHDVHGGHPDQGIRUOHJDOVHUYLFHV7KHUHIRUHLW
UHPDLQVXQFOHDUZKHWKHU WKH VHFWRUV FDQEH FRPSDUHG DW DOO RUZKHWKHU WKHLU GHPDQG LV
UHVSRQGLQJ ODUJHO\ WR GLIIHUHQW GULYHUV ,W LV LPSRVVLEOH WR WHOO IURP WKH OLPLWHG HYLGHQFH
ZKHWKHUSULYDWLVDWLRQKDVSDUWLDOO\UHVWUDLQHGULVLQJOHJDOFRVWVIRUWKHSXEOLFVHUYLFHRULILW
KDVDGGHGWRWKHP
BOX 2.2: Public  and  private  employment  services
,Q0D\WKH)HGHUDO*RYHUQPHQWLQVWLWXWHGDFRPSUHKHQVLYHRYHUKDXORIHPSOR\PHQW
VHUYLFHVLQ$XVWUDOLD7KHSXEOLF&RPPRQZHDOWK(PSOR\PHQW6HUYLFH&(6ZDVUHSODFHGE\
WKH-RE1HWZRUN-1,QDUHVWUXFWXUHZDVDQQRXQFHGDQGWKH-1EHFDPH-RE6HUYLFHV
$XVWUDOLD-6$7KH-6$UHWDLQHGWKHVDPHIXQGDPHQWDODUFKLWHFWXUH%RWKSURJUDPVZHUH
FRPSRVHG RI RYHU  IRUSUR¿W DQG QRQSUR¿W RUJDQLVDWLRQV WKDW WHQGHUHG ELGV WR RIIHU
HPSOR\PHQW VHUYLFHVZLWKLQ$XVWUDOLD7KH UDWLRQDOH IRUSULYDWLVLQJ WKH&(6ZDV IRXUIROG
%\ LQFUHDVLQJFRPSHWLWLRQ LWZDV WKRXJKW WKDW ODERXUPDUNHWDVVLVWDQFHSURJUDPVZRXOG
RSHUDWHPRUHÀH[LEO\DWORZHUFRVWZKLOVWGHOLYHULQJPRUHSHUVRQDOLVHGVHUYLFHDQGDERYH
DOOSURGXFHPRUHVXVWDLQDEOHHPSOR\PHQWRXWFRPHV64
7KHPRVWYLVLEOH VLJQRI-1-6$¶V VXFFHVVKDV VXSSRVHGO\EHHQ WKHPDLQWHQDQFHRID ORZ
KHDGOLQH XQHPSOR\PHQW UDWH SDUWLFXODUO\ GXULQJ WKH *OREDO )LQDQFLDO &ULVLV 2YHU WKH
SDVWGHFDGH WKHKHDGOLQHXQHPSOR\PHQWUDWHKDVDYHUDJHG65  %\FRQWUDVW WKHPHDQ
XQHPSOR\PHQW UDWH EHWZHHQ -DQXDU\  DQG'HFHPEHU ZDV DSSUR[LPDWHO\ 66  
+RZHYHUGLIIHUHQFH LQHFRQRPLF FRQGLWLRQV FHUWDLQO\DIIHFWHG WKLV VLQFH WKH-1-6$ZDV
LQWURGXFHGDWDWLPHZKHQ$XVWUDOLDZDVHQMR\LQJDVXVWDLQHGSHULRGRIHFRQRPLFJURZWK
ZLWKDFRUUHVSRQGLQJLQHYLWDEOHGHFUHDVHLQXQHPSOR\PHQW670RUHRYHUWKHZHLJKWJLYHQWR
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XQHPSOR\PHQWREVFXUHVWKHKLJKUDWHRIXQGHUHPSOR\PHQW7KHQXPEHURISHRSOHLGHQWL¿HG
DVXQGHUHPSOR\HGVLQFHKDVLQFUHDVHGE\68$XVWUDOLD¶VUDWHRIXQGHUHPSOR\PHQW
RIWKHZRUNIRUFHLVWKHKLJKHVWLQWKH2(&'69$V0RQDVK8QLYHUVLW\UHVHDUFKHU9HURQLFD
6KHHQVWDWHVWKHHIIHFWRIWKLVLVWKDWµZKHUHKRXUVRIZRUNDUHLQVXI¿FLHQWHYHQWKRXJKWKH
KRXUO\PLQLPXPZDJHLVUHODWLYHO\KLJKWKH¿QDQFLDOVLWXDWLRQRIVXFKMREVHHNHUVUHPDLQV
XQDOWHUHG¶70
5HVHDUFKLQWRWKH-1-6$¶VDFKLHYHPHQWVKDVJLYHQPL[HGUHVXOWV$VWXG\FRQGXFWHG
RQORQJWHUPRXWFRPHVIRU-6$SDUWLFLSDQWVE\WKH'HSDUWPHQWRI(GXFDWLRQ(PSOR\PHQW
DQG:RUNSODFH5HODWLRQV'((:5IRXQGWKDWRISURJUDPSDUWLFLSDQWVZKRKDGUHWDLQHG
DMREIRUWKUHHPRQWKVZHQWRQWRUHPDLQLQZRUNVL[WHHQPRQWKVODWHU2QWKHRWKHUKDQG
'((:5QRWHGWKDWDWWKHHQGRIVL[WHHQPRQWKVRQO\RISDUWLFLSDQWVKDGEHHQVXFFHVVIXO
LQREWDLQLQJIXOOWLPHZRUN71/LWWOHUHVHDUFKKDVEHHQFRQGXFWHGRQMRESODFHPHQWRXWFRPHV
LQWKHORQJWHUPWKDWLVKRZTXLFNO\WKHXQHPSOR\HGVZLQJEHWZHHQHPSOR\PHQWDQGLQFRPH
VXSSRUWEHQH¿WV72:LWKLQWKH-1-6$V\VWHPMRESODFHPHQWRXWFRPHVDUHPHDVXUHGRQD
WLPHVFDOHRIWKUHHWRVL[PRQWKVIROORZLQJFRPPHQFHPHQWRIDUROHZKLFKKDVOLPLWHGXWLOLW\
DVDPHDVXUHRIVXVWDLQDEOHHPSOR\PHQW73$QHYDOXDWLRQRIWKH-1LQIRXQGWKDWWKHUH
KDGEHHQDLPSDFWE\WKHODERXUPDUNHWSURJUDPVLQDVVLVWLQJORQJWHUPXQHPSOR\HG
LQGLYLGXDOVREWDLQHPSOR\PHQWRYHUDQGDERYHZKDWPLJKWKDYHRFFXUUHGZLWKRXWDVVLVWDQFH
LQRWKHUZRUGVLQGLYLGXDOVSDUWLFLSDWLQJLQWKHVFKHPHKDGDJUHDWHUFKDQFHRI¿QGLQJ
HPSOR\PHQWWKDQLIWKHUHZDVQRDVVLVWDQFHDWDOO74,QDQHYDOXDWLRQRIWKH-6$VKRZHG
LWKDGRYHUDOOHPSOR\PHQWRXWFRPHVRIEXWWKLVLVPRVWO\VKRUWWHUPDQGFDVXDO
ZRUNDQGWKHHYDOXDWLRQGRHVQRWFRPSDUHDJDLQVWDEDVHOLQH75
5HJDUGOHVVRIZKHWKHUWKHVHDFKLHYHPHQWVDUHWDNHQWRLQGLFDWHWKHVXFFHVVRIWKH-6$WKHUH
LV QR FRPSDUDEOH GDWD IURP&(6 RSHUDWLRQV 7KLVPHDQV WKHUH LV QRZD\ RI GHWHUPLQLQJ
ZKHWKHUWKH-6$KDVEHHQPRUHRUOHVVVXFFHVVIXOWKDQWKHSXEOLFVHFWRUHQWLW\LWUHSODFHG
,QDGGLWLRQWRWKHGLI¿FXOWLHVLQREWDLQLQJGDWDRQWKHUHODWLYHSHUIRUPDQFHRISXEOLFDQGSULYDWH
VHFWRUVHUYLFHGHOLYHU\WKHVHFDVHVDOVRUHYHDOSULYDWLVDWLRQLVRIWHQLPSRVHGZLWKRXWDVXLWDEOH
HYDOXDWLYHIUDPHZRUN:KHQDFKDQJHLVLPSOHPHQWHGWKHUHVKRXOGEHDQHYDOXDWLRQSURFHGXUH
WRDQVZHUWKHTXHVWLRQµKRZZLOOZHNQRZLIWKHFKDQJHKDVVXFFHHGHG"¶7KLVVKRXOGLQYROYHGDWD
FDSWXUHWHFKQLTXHVWRFRQ¿UPRUUHMHFWDK\SRWKHVLV±WKHK\SRWKHVLVLQWKLVFDVHEHLQJWKDWWKH
SULYDWHVHFWRUSURYLGHULVFKHDSHURUPRUHHIIHFWLYH
Cost  savings  from  structure  not  sector
$OWKRXJK $XVWUDOLDQ GDWD LV OLPLWHG ORRNLQJ DW LQWHUQDWLRQDO VWXGLHV RI SULYDWLVDWLRQ JLYHV DQ
DQVZHUWRWKHTXHVWLRQRIKRZZHOOSXEOLFVHFWRUVJHQHUDOO\FRPSDUHWRWKHSULYDWHVHFWRULQWHUPV
RIHI¿FLHQF\$GYRFDWHV IRUSULYDWLVDWLRQKDYHPDGHVWURQJFODLPVDERXW LWVDELOLW\ WRJHQHUDWH
HI¿FLHQF\EXWVXFKFODLPVLQPDQ\FDVHVGRQRWVWDQGXSWRULJRURXVDQDO\VLV2QHVWXG\ZKLFK
H[DPLQHG RYHU D KXQGUHG FDVH VWXGLHV DQG UHSRUWV RQ RXWVRXUFLQJ SURYLGHV FOHDU HPSLULFDO
HYLGHQFHRQWKHTXHVWLRQRIVHFWRUHI¿FLHQF\76,WIRXQGWKHUHZDVRQDYHUDJHDFRVWVDYLQJIURP
FRQWUDFWLQJRXW+RZHYHUWKHVDYLQJZDVVLPLODUUHJDUGOHVVRIZKHWKHULWZDVSULYDWHFRQWUDFWLQJ
RU LQKRXVH FRQWUDFWLQJE\ FRPSHWLQJXQLWV LQ WKHSXEOLF VHUYLFH(DUOLHU LQ WKLV UHSRUW LWZDV
SRLQWHGRXWWKDWFRPSHWLWLRQFDQEXWGRHVQRWQHFHVVDULO\GULYHHI¿FLHQF\,QWKHVHFDVHVLWGLG
EXWLWGLGVRUHJDUGOHVVRIZKHWKHURUJDQLVDWLRQVZHUHSXEOLFO\RUSULYDWHO\RZQHG
:KDWWKLVPHDQVLVWKDWWKHJDLQVIURPFRPSOHWHSULYDWLVDWLRQFDQDOVREHDFKLHYHGE\LQWURGXFLQJ
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FRQWHVWDELOLW\ZLWKLQWKHSXEOLFVHFWRURUE\RQO\SDUWLDOSULYDWLVDWLRQ,WVKRXOGEHNHSWLQPLQG
WKDWWKHLQWURGXFWLRQRIFRQWHVWDELOLW\FDQLQFUHDVHHI¿FLHQF\EXWPD\QRWDOZD\VGRVR77:KLOH
WKHJDLQVPD\EHWKHVDPHWKHUHFDQEHDGGLWLRQDOORVVHVIURPIDLOLQJWRNHHSVRPHOHYHORISXEOLF
VHFWRUFDSDFLW\LQSURYLVLRQRIVHUYLFHVDV%R[LOOXVWUDWHV
%R[3XEOLFVHFWRUZRUNVDUHFKHDSHUZLWKSXEOLFVHFWRUVNLOOV
7KH%XLOGLQJ WKH(GXFDWLRQ5HYROXWLRQ%(5SURJUDP LPSOHPHQWHGDVSDUWRI WKH5XGG
*RYHUQPHQW¶VVWLPXOXVSDFNDJHZDVWKHELJJHVWVLQJOHSURJUDPRIVFKRROEXLOGLQJXSJUDGHV
LQ$XVWUDOLD¶VKLVWRU\6RPHPHGLDRXWOHWVVWURQJO\DUJXHGWKDWWKHYDOXHIRUPRQH\RXWFRPHV
RIWKH%(5SURJUDPGHPRQVWUDWHGWKHPHULWVRIVPDOOJRYHUQPHQWDQGWKDWJRYHUQPHQWVZHUH
QRWVXLWHGWRGHOLYHULQJQDWLRQEXLOGLQJSURMHFWV787KHUHDOLW\LVWKHUHYHUVHJRYHUQPHQWVWKDW
KDYHDWWHPSWHGWRGRZQVL]HWRRKHDYLO\KDYHGHOLYHUHGSURMHFWVZLWKORZHUYDOXHIRUPRQH\
(YLGHQFHIRUWKLVDVVHUWLRQZDVVHWRXWLQWKH&HQWUHIRU3ROLF\'HYHORSPHQW¶VSDSHUE\7LP
5R[EXUJKµ3XEOLFZRUNVQHHGSXEOLFVHFWRUVNLOOV7KHORVWOHVVRQVRIWKH%(5SURJUDP¶792QHRI
WKH¿QGLQJVZDVWKDW6WDWHVZLWKWKHORZHVWOHYHOVRISXEOLFZRUNVUHODWHGVNLOOVFDSDFLW\LHOHVV
SXEOLFVHFWRUHPSOR\HHVZLWKVNLOOVUHODWHGWRSXEOLFZRUNVHQGHGXSSD\LQJPRUHIRUWKHZRUNV
XQGHUWDNHQ%\H[WUDSRODWLQJWKLV¿QGLQJWRSXEOLFZRUNVJHQHUDOO\ZHFDQVHHKRZPDLQWDLQLQJ
SXEOLFZRUNVFDSDFLW\LQJRYHUQPHQWFDQOHDGWRVXEVWDQWLDOVDYLQJVZHOOLQH[FHVVRIWKHFRVWV
7KH¿QDOUHSRUWRIWKH%(5,PSOHPHQWDWLRQ7DVNIRUFHSURYLGHGFRPSUHKHQVLYHLQIRUPDWLRQ
RQWKHYDOXHIRUPRQH\DFKLHYHGE\GLIIHUHQW6WDWHV80,WLVLQVWUXFWLYHWRFRPSDUH4XHHQVODQG
ZKLFKPDLQWDLQHGDUHODWLYHO\VWURQJSXEOLFZRUNVVNLOOVFDSDFLW\DQG9LFWRULDZKLFKKDGD
YHU\ORZFDSDFLW\814XHHQVODQGSXEOLFVFKRROVEHQH¿WHGIURPDGROODUSHUVTXDUHPHWUHUDWH
RIZKLOH9LFWRULDSDLGSHUVTXDUHPHWHU9LFWRULDVSHQWDQDYHUDJHRIPRUH
RQHDFKVTXDUHPHWUHRISXEOLFZRUNVXQGHUWDNHQDVSDUWRIWKH%(5
7KHUHDUHDQXPEHURISRWHQWLDOUHDVRQVIRUWKLVGLIIHUHQFH+RZHYHUORRNLQJDFURVVWKH¿YH
PRVWSRSXORXV6WDWHVWKHWZR6WDWHVZLWKWKHKLJKHVWFRVWV9LFWRULDDQG16:ZHUHWKRVH
PRVW UHOLDQWRQH[WHUQDOFRQWUDFWRUV827KH%(5,PSOHPHQWDWLRQ7DVNIRUFHFRQFOXGHG WKDW
SXEOLFZRUNVFDSDFLW\ZDVDFULWLFDOIDFWRUDQGLWVUHGXFWLRQUHSUHVHQWHGDµIDOVHHFRQRP\¶83  In  
RWKHUZRUGVWKHVDYLQJVPDGHE\KDYLQJDUHGXFHGQXPEHURIVNLOOHGSXEOLFZRUNVHPSOR\HHV
DUHOHVVWKDQWKHFRVWVLQFXUUHGEHFDXVHPRUHPRQH\LVVSHQWIRUWKHZRUNGRQH
,W LVSRVVLEOH WR WHVW WKLVFODLPE\DSSUR[LPDWLQJ WKHVDYLQJVDQGFRVWV LQYROYHGDFURVVDOO
SXEOLFZRUNVRIGLIIHUHQW6WDWHVLQD\HDU7KHVHVDODU\FRVWVFDQWKHQEHFRPSDUHGZLWKDQ
HVWLPDWHRIWKHVDYLQJVLQSXEOLFVHFWRUEXLOGLQJLQWKHVDPH\HDUWRDVVHVVZKHWKHUSXEOLF
VHFWRUZRUNHUVGHOLYHUPRUHYDOXHIRUPRQH\
7KH FRVWV FDQ EH FDOFXODWHG E\ FRPSDULQJ DQ HVWLPDWH RI WKH VNLOOHG SXEOLF ZRUNV DQQXDO
VWDIIVDODU\FRVWVRIDKLJKFDSDFLW\6WDWHOLNH4XHHQVODQGZLWKWKHHVWLPDWHGVDODU\FRVWVRID
ORZFDSDFLW\6WDWHOLNH9LFWRULDXVLQJFHQVXVGDWDIURPWKH\HDUDIWHUPRVWRIWKH%(5
SURJUDPDFWLYLWLHVKDG¿QLVKHG&DOFXODWLQJKRZPXFKOHVV4XHHQVODQGZRXOGVSHQGLILWKDG
WKHVDPHVWDIIFRVWVSHUKHDGRISRSXODWLRQDV9LFWRULDJLYHVDQDSSUR[LPDWLRQRIWKHSRWHQWLDO
DQQXDOVDYLQJV LQVWDII VDODULHV/RRNLQJDW WKH OLNHO\DGGLWLRQDODPRXQW4XHHQVODQGZRXOG
KDYHVSHQWRQLWVSXEOLFZRUNVJLYHVDQLGHDRIWKHSRWHQWLDODQQXDOLQFUHDVHGFRVWVLQFRQWUDFWV
7KLVJLYHVDQLQKHUHQWO\YHU\FRQVHUYDWLYHHVWLPDWLRQRIWKHH[WHQWRIWKHIDOVHHFRQRP\IRUWZR
UHDVRQV)LUVWO\WKHFDOFXODWLRQVDVVXPHWKDW4XHHQVODQGZRXOGKDYHDSURSRUWLRQDOFDSDFLW\
E\VSHQGLQJDVLPLODUDPRXQWSHUSHUVRQDV9LFWRULD,QUHDOLW\4XHHQVODQG¶VSRSXODWLRQLV
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PRUHJHRJUDSKLFDOO\GLVSHUVHGWKDQ9LFWRULD¶VZKLFKDGGVVXEVWDQWLDOH[SHQVHV,WLVOLNHO\
4XHHQVODQGZRXOGKDYHWRVSHQGVLJQL¿FDQWO\PRUHSHUSHUVRQWRDFKLHYHWKHVDPHFDSDFLW\
DV9LFWRULD6HFRQGO\WKHFDOFXODWLRQVDVVXPHWKDWWKHRQO\YDOXHRILQFUHDVHGSXEOLFZRUNV
VNLOOV FDSDFLW\ LV UHGXFHG FRVWV LQSXEOLFZRUNV FRQWUDFWV ,QSUDFWLFHPDQ\RI WKH VNLOOHG
HPSOR\HHVZLOO DOVREHXVLQJ WKHLU VNLOOV WRXQGHUWDNHEXLOGLQJZRUN WKDWZRXOGRWKHUZLVH
QHHGWREHRXWVRXUFHGDWVLPLODUFRVW7KLVPHDQVWKHDPRXQWRIVDYLQJVIURPUHGXFHGVDODULHV
JLYHQEHORZLVDOPRVWFHUWDLQO\DQRYHUHVWLPDWH
7KHFRVWVDVRI$XJXVWRI4XHHQVODQGPDLQWDLQLQJLWVVNLOOVFDSDFLW\FDQEHHVWLPDWHGDV
PLOOLRQD\HDUIURPFHQVXVGDWDRQWKHQXPEHUDQGLQFRPHOHYHORISXEOLFZRUNVUHODWHG
SURIHVVLRQDOV&DUSHQWHUVDQG-RLQHUV$UFKLWHFWVDQG/DQGVFDSH$UFKLWHFWV3OXPEHUVDQG
HVWLPDWHGFRVWRIPLOOLRQIRU9LFWRULD,IZHDVVXPH4XHHQVODQGZRXOGUHTXLUHDVPDOOHU
ZRUNIRUFHSURSRUWLRQDO WR LWV ORZHUSRSXODWLRQ WKHQ4XHHQVODQG FRXOG IXUQLVK LWVHOIZLWK
DVLPLODUOHYHORIFDSDFLW\DV9LFWRULDE\VSHQGLQJDURXQGPLOOLRQ7KLVPHDQVWKDWWKH
SRWHQWLDOVDYLQJVWREHPDGHE\UHGXFLQJ4XHHQVODQG¶VJUHDWHUSXEOLFZRUNVFDSDFLW\ZRXOG
EHDURXQGPLOOLRQD\HDU
'DWDIURPWKH$%6VKRZVWKDWWKHYDOXHRIDOOSXEOLFVHFWRUEXLOGLQJLQIRU4XHHQVODQG
ZDV  ELOOLRQ85 7KLV LQFOXGHV DOO FRQVWUXFWLRQ RI QHZ EXLOGLQJV DQG DOWHUDWLRQV DQG
DGGLWLRQVWRH[LVWLQJEXLOGLQJVEXWH[FOXGHVRWKHUHQJLQHHULQJFRQVWUXFWLRQDFWLYLWLHVVXFK
DVURDGVEULGJHVUDLOZD\VHDUWKZRUNVHWF,WLVGLI¿FXOWWRVD\ZKHWKHUWKHVDPHOHYHORI
DGGLWLRQDOFRVWUHSRUWHGIRUWKH%(5ZRXOGDSSO\WRDOOSXEOLFEXLOGLQJEXWLIDVDYLQJLV
W\SLFDOWKHQ4XHHQVODQGZRXOGKDYHKDGPLOOLRQRIDGGLWLRQDOFRVWVLQLILWKDGKDG
DVNLOOVFDSDFLW\VLPLODUWR9LFWRULD
7KLVDQDO\VLVVXJJHVWVWKDWZKLOH4XHHQVODQGVSHQWDSSUR[LPDWHO\PLOOLRQPRUHWKDQ
9LFWRULDRQSXEOLFVHUYDQWVZLWKSXEOLFZRUNVVNLOOVLQWKLVLQFUHDVHGFDSDFLW\PD\KDYH
JHQHUDWHGVDYLQJVDVKLJKDVPLOOLRQWKDW\HDU,WVKRXOGEHVWUHVVHGWKHVHQXPEHUVDUH
EURDGHVWLPDWHVRQO\+RZHYHUWKHHVWLPDWHGVDYLQJVIURPJUHDWHUYDOXHIRUPRQH\LQSXEOLF
ZRUNVDUHQHDUO\WKUHHWLPHVWKHHVWLPDWHGFRVWVRIPDLQWDLQLQJSXEOLFVHFWRUVNLOOV,ILWZHUH
SRVVLEOHWRDFFRXQWIRUWKHEURDGHUEHQH¿WVVXFKDVWKHTXDOLW\RISROLF\DQGSODQQLQJDGYLFH
GHULYHGIURPWKRVHVNLOOVLWLVOLNHO\WKHYDOXHZRXOGEHKLJKHUVWLOO
Taking  into  account  different  jobs
$QRWKHUIDFWRUFRPSOLFDWLQJFRPSDULVRQVRISXEOLFDQGSULYDWHVHFWRUVLVWKHGLIIHUHQWREMHFWLYHV
WKDWPD\EHDVVRFLDWHGZLWKXQGHUWDNLQJWKHVDPHVHUYLFH(YHQZKHUHWKH\PD\VHHPWREHGRLQJ
WKHVDPH MRESXEOLF VHFWRUSURYLGHUVRI VHUYLFHVDUHRIWHQH[SHFWHG WR IXO¿OREMHFWLYHVEH\RQG
VLPSO\SURYLGLQJWKHFRUHVHUYLFH7KLVPHDQVWKH\DUHDFWXDOO\GRLQJDKDUGHUMRE
2QHH[DPSOHRIWKLVLVIRXQGLQDQRYHUVHDVVWXG\WKDWFRPSDUHGDQXPEHURI%ULWLVKQDWLRQDOLVHG
LQGXVWULHVZLWKOHDGLQJ%ULWLVKSULYDWHLQGXVWULHVDQGVLPLODUIRUHLJQLQGXVWULHV)RUWKH¿UVWWZR
GHFDGHVQDWLRQDOLVHGLQGXVWULHVGLGEHWWHUWKDQWKH\KDGZKHQXQGHUSULYDWHRZQHUVKLS86+RZHYHU
D IROORZXS VWXG\ WHQ \HDUV ODWHU IRXQG VRPH RI WKH QDWLRQDOLVHG LQGXVWULHV ZHUH SHUIRUPLQJ
SRRUO\872QHRIWKHUHDVRQVIRUWKLVDSDUWIURPGLI¿FXOWHFRQRPLFFRQGLWLRQVGXULQJWKLVWLPH
ZDVWKHJRYHUQPHQWLPSRVLWLRQRIµQDWLRQDOLQWHUHVW¶SROLFLHVRQWKHVHHQWHUSULVHV7KHVHPDGH
WKHPVHUYHWKHQDWLRQDOLQWHUHVWWKURXJKDFWLYLWLHVVXFKDVNHHSLQJXQSUR¿WDEOHRSHUDWLRQVRSHQ
WRSUHYHQWXQHPSOR\PHQWDWWKHFRVWRIEHLQJOHVVFRPSHWLWLYHDQGUDLVLQJSULFHVIRUFRQVXPHUV
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$VLPLODU$XVWUDOLDQH[DPSOHFDQEHIRXQGLQWKH9RFDWLRQDO(GXFDWLRQDQG7UDLQLQJVHFWRU+HUH
WKH SXEOLFO\ RZQHG7$)(V DQG SULYDWH572V UHJLVWHUHG WUDLQLQJ RUJDQLVDWLRQV ERWK SURYLGH
YRFDWLRQDOHGXFDWLRQ6XSHU¿FLDOO\7$)(VDQG572VDUHGRLQJWKHVDPHZRUN%HORZWKHVXUIDFH
WKHUHDUHFULWLFDOGLIIHUHQFHV,QRI7$)(VWXGHQWVQDWLRQDOO\KDGDGLVDELOLW\RUORQJ
WHUPFRQGLWLRQFRPSDUHGZLWKIRUSULYDWHSURYLGHUVDQGRI7$)(VWXGHQWVZHUHOLYLQJ
LQUXUDODQGUHPRWHDUHDVDVRSSRVHGWRRIVWXGHQWVDW572V887$)(VGRPRUHWUDLQLQJWR
UHPHG\VNLOOVLQVKRUWVXSSO\LQ9LFWRULDIRUH[DPSOHLQRI7$)(VWXGHQWVZHUHEHLQJ
WUDLQHGWR¿OOMREVLQDUHDVVXIIHULQJIURPVNLOOVKRUWDJHZKLOHOHVVWKDQRIVWXGHQWVDW572V
ZHUHJDLQLQJVNLOOVWKDWDGGUHVVLQGXVWU\VKRUWDJHV89
7KHVHGLIIHUHQFHVPHDQJUHDWHUH[SHQVHVIRU7$)(V7KHDUHDVZKHUHVNLOOVDUHLQVKRUWDJHVXFK
DV 0LQLQJ ,QIRUPDWLRQ 0HGLD DQG 7HOHFRPPXQLFDWLRQV (OHFWULFLW\ *DV :DWHU DQG :DVWH
6HUYLFHVDQG&RQVWUXFWLRQDUHOLNHO\WRKDYHPRUHH[SHQVLYHWUDLQLQJUHTXLUHPHQWVGXHWRWKH
QHHGIRUODUJHVFDOHPDFKLQHU\H[SHQVLYH,7HTXLSPHQWVSHFLDOLVHGWRROVRUFRVWO\FRQVXPDEOHV
VXFKDVOXPEHU903URYLGLQJHGXFDWLRQLQUHJLRQDODUHDVPHDQVVPDOOHUQXPEHUVRIVWXGHQWVDQG
ORZHUHFRQRPLHVRIVFDOH(QVXULQJDGHTXDWHGLVDELOLW\DFFHVVDQGVXSSRUWIRUDJUHDWHUQXPEHU
RI VWXGHQWV UHSUHVHQWV DQ DGGLWLRQDO FRVW 7$)(V DUH DOVRPRUH OLNHO\ WKDQ 572V WR SURYLGH
FRXQVHOOLQJ FDUHHUV DVVLVWDQFH FKLOGFDUH DQG LQGLJHQRXV RUPXOWLFXOWXUDO DVVLVWDQFH 'HVSLWH
WKLVFOHDUHYLGHQFHRI WKHGLIIHUHQFHV LQZKDW LVEHLQJSURYLGHGDQGDFDGHPLFFULWLTXHVRI WKH
XQGHUO\LQJHFRQRPLFMXVWL¿FDWLRQIRUSULYDWLVDWLRQLQWKLVDUHD91H[SDQGHGUROHVIRUWKHSULYDWH
VHFWRUDUHEHLQJUHFRPPHQGHGZLWKRXWFOHDUMXVWLI\LQJHYLGHQFHRIEHQH¿WV92  
7KHOLNHOLKRRGWKDWSXEOLFVHFWRURUJDQLVDWLRQVDUHXQGHUWDNLQJDGGLWLRQDOZRUNFRPSDUHGWRWKHLU
SULYDWHVHFWRUHTXLYDOHQWVPHDQVFRPSDULQJWKHVHFWRUVUHTXLUHVDVRSKLVWLFDWHGDSSURDFK$JRRG
H[DPSOHLVWKH3URGXFWLYLW\&RPPLVVLRQ¶VUHSRUWRQKRVSLWDOVVXPPDULVHGEHORZLQ%R[
%R[6WUHQJWKVLQGLIIHUHQWDUHDV±SXEOLF	SULYDWHKRVSLWDOV
,WPLJKWVHHPWKDW$XVWUDOLD¶VKRVSLWDOVZRXOGSURYLGHDQRSSRUWXQLW\IRUDUHODWLYHO\FOHDUFXW
DVVHVVPHQWRIWKHFODLPVRIWKRVHZKRDUJXHIRUµSULYDWHVHFWRUSULPDF\¶GXHWRDQDVVXPSWLRQ
WKDW WKHSULYDWH VHFWRU LVDOZD\VPRUHHI¿FLHQW WKDQ WKHSXEOLF VHFWRU+HUHZHKDYHERWK
VHFWRUVRSHUDWLQJVLPLODULQVWLWXWLRQVLQWKHVDPHLQGXVWU\,WVKRXOGEHVWUDLJKWIRUZDUGWR
FRPSDUHWKHWZRVHFWRUV¶SHUIRUPDQFH,QWKH3URGXFWLYLW\&RPPLVVLRQDWWHPSWHGWR
GR WKLVSURGXFLQJDGHWDLOHGDQGFRPSUHKHQVLYH UHSRUW FRPSDULQJ$XVWUDOLD¶VSXEOLFDQG
SULYDWH KRVSLWDOV93 $ VLJQL¿FDQW FKDOOHQJH IRU WKLV UHSRUWZDV IDFWRULQJ LQ WKH GLIIHUHQFHV
EHWZHHQSULYDWHDQGSXEOLFKRVSLWDOV$OWKRXJKWKHWZRVHFWRUVRSHUDWHLQWKHVDPHLQGXVWU\
WKHUHDUHQXPEHURIGLIIHUHQFHVEHWZHHQWKHVHFWRUVDQGWKHMREVWKH\GR
» Size7KHUH DUH IDUPRUH YHU\ELJ EHGV RUPRUH DQG YHU\ VPDOO EHGV
SXEOLFKRVSLWDOVZKHUHDVWKHUDQJHLVURXJKO\HYHQO\VSOLWEHWZHHQSXEOLFDQG
SULYDWH
» Location7KHUHDUHVOLJKWO\PRUHSULYDWHKRVSLWDOVLQWKHPDMRUFLWLHVEXWRXWVLGH
WKHVHDUHDVSXEOLFKRVSLWDOVGRPLQDWH7KHUHDUHQRSULYDWHKRVSLWDOVLQµ5HPRWH¶RU
µ9HU\5HPRWH¶DUHDV
» Activities
 3XEOLFDQGSULYDWHKRVSLWDOVIRFXVRQGLIIHUHQWNLQGVRIFDUHSULYDWHKRVSLWDOVIRU
H[DPSOH XQGHUWDNH PRUH UHKDELOLWDWLRQ ZKLOH SXEOLF KRVSLWDOV HQJDJH LQ PRUH
SDOOLDWLYHFDUH
 3XEOLFKRVSLWDOVWHQGWRGRPRUHWHDFKLQJ
 3XEOLFKRVSLWDOVGRWKHYDVWPDMRULW\RIDFFLGHQWDQGHPHUJHQF\ZRUN
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» Demographics&KLOGUHQDQG\RXQJSHRSOHFRPSULVHDODUJHUVKDUHRIWKHFDVHORDG
RISXEOLFKRVSLWDOVLQSULYDWHKRVSLWDOVWKHDJHJURXSZLWKWKHKLJKHVWSURSRUWLRQRI
SDWLHQWVDGPLWWHGLVWR\HDUV
7KH 3URGXFWLYLW\ &RPPLVVLRQ¶V UHSRUW DWWHPSWHG WR DFFRXQW IRU WKHVH GLIIHUHQFHV LQ LWV
FRPSDULVRQ$VSDUWRIWKLVDPXOWLYDULDWHVWDWLVWLFDODQDO\VLVZDVUXQWRDOORZDZHLJKWHGVFRUH
WREHDVVLJQHGWRHDFKKRVSLWDOEDVHGRQWKHLQKRVSLWDOPRUWDOLW\UDWH947KHDYHUDJHVRIWKHVH
VFRUHVZHUHWKHQFDOFXODWHGIRUYDULRXVVL]HVRISXEOLFDQGSULYDWHKRVSLWDOV&RPSDULQJWKHVH
VFRUHV UHYHDOHGQRVLJQL¿FDQWGLIIHUHQFH IRU ODUJHKRVSLWDOVEXW LW VHHPV WKDW VPDOOSULYDWH
KRVSLWDOVGRVOLJKWO\EHWWHUWKDQVPDOOSXEOLFKRVSLWDOV,PSRUWDQWO\PXFKRIWKLVGLIIHUHQFHFRPHV
IURPWKHVPDOOSULYDWHKRVSLWDOVUXQE\QRWIRUSUR¿WHQWLWLHV$FDOFXODWLRQRIWRWDOWHFKQLFDO
HI¿FLHQF\VKRZVVLPLODUUHVXOWVIRUSXEOLFDQGSULYDWHKRVSLWDOV7KHUHSRUWDFNQRZOHGJHGWKLV
PHDVXUHLVPHUHO\DQLQGLFDWRUJLYHQWKHUHOHYDQFHRIRWKHUFULWHULDWKDWVKRXOGEHWDNHQLQWR
DFFRXQWVXFKDVWKHQXPEHURIKRVSLWDODFTXLUHGLQIHFWLRQVDQGUHDGPLVVLRQV
7KHUHSRUWDOVRFDOFXODWHGFRVWVIRUHDFKHSLVRGHRIFDUHIRUDQDGPLWWHGSDWLHQW7KHVHFRVWV
ZHUHZHLJKWHGEDVHGRQFDVHPL[WRJLYHFRPSDUDEOH¿JXUHV7KHUHVXOWVZHUHYDULHGSXEOLF
KRVSLWDOVZHUHVKRZQ WRNHHSFRVWVGRZQRQGLDJQRVWLFVDQGSURVWKHWLFVZKHUHDVSULYDWH
KRVSLWDOVDFKLHYHGORZHUFRVWVRQSKDUPDFHXWLFDOVDQGJHQHUDOKRVSLWDOFKDUJHV
7KHRYHUDOOSLFWXUHRIWKLVFRPSDULVRQRISXEOLFDQGSULYDWHKRVSLWDOVLVWKDWWKHHI¿FLHQF\RI
HDFKLVYHU\VLPLODUZLWKERWKKDYLQJDUHDVRIVWUHQJWKFRPSDUHGWRWKHRWKHU7KHDGYDQWDJH
RIWKLVVLWXDWLRQLVWKDWERWKVHFWRUVFDQOHDUQIURPHDFKRWKHUWRLPSURYHHI¿FLHQF\7KLVLV
DJRRGH[DPSOHRIWKHEHQH¿WVRISXEOLFDQGSULYDWHVHFWRUSDUWLFLSDWLRQLQDQLQGXVWU\7KH
H[DPSOHDOVRGHPRQVWUDWHVWKHHUURUPDGHE\WKRVHZKRLQVLVWWKHSULYDWHVHFWRULVDOZD\V
VXSHULRULQHI¿FLHQF\
Conclusion
$XVWUDOLD¶VSXEOLFVHFWRUDVDZKROHLVUHODWLYHO\HI¿FLHQW,WFRPSDUHVIDYRXUDEO\WRSXEOLFVHFWRUV
LQVLPLODUFRXQWULHV$OWKRXJKVRPHLQWHUSUHWDWLRQRI WKHGDWD LVSRVVLEOHGLIIHUHQFHVEHWZHHQ
FRXQWULHVPDNHLWGLI¿FXOWWRHVWDEOLVKSUHFLVHO\ZKHUH$XVWUDOLDQVLWVLQWHUQDWLRQDOO\+RZHYHU
DYDLODEOHHYLGHQFHVXJJHVWVWKH$XVWUDOLDQSXEOLFVHFWRUKDVDWOHDVWDERYHDYHUDJHHI¿FLHQF\DQG
PD\EHRQHRIWKHPRUHHI¿FLHQWLQWKH2(&'
7KLVFKDSWHUKDVDOVRVKRZQWKDWWKHSXEOLFVHFWRUKDVDWOHDVWLQVRPHFDVHVDVLPLODUOHYHORI
HI¿FLHQF\WRWKHSULYDWHVHFWRU,QWHUQDWLRQDOOLWHUDWXUHDI¿UPVWKDWWKHGLIIHUHQFHVEHWZHHQWKH
HI¿FLHQF\RI WKHSXEOLFDQGSULYDWHVHFWRUVDUHQRW ODUJHDQGPD\EHQRQH[LVWHQW6XI¿FLHQWO\
VRSKLVWLFDWHG FRPSDULVRQVRI VLPLODUSXEOLF DQGSULYDWH VHFWRU DFWLYLWLHV LQ$XVWUDOLD DUH UDUH
EXWRQHVXFKLQYHVWLJDWLRQE\WKH3URGXFWLYLW\&RPPLVVLRQKDVVKRZQDVLPLODUOHYHORIRYHUDOO
HI¿FLHQF\EHWZHHQWKHVHFWRUV,W LV OLNHO\WKDWWKHHI¿FLHQF\RI WKHWZRVHFWRUVUHODWLYHWRHDFK
RWKHULQDJLYHQFDVHZLOOGHSHQGRQVLWXDWLRQDOIDFWRUVUHODWLQJWRWKHZRUNEHLQJGRQHDQGWKH
RUJDQLVDWLRQVLQYROYHG
7KLVSRVLWLYHDVVHVVPHQW VKRXOGQRWEH WDNHQ WR LPSO\ WKDWQR LPSURYHPHQWV WRSXEOLF VHFWRU
HI¿FLHQF\ DUH QHFHVVDU\ $Q\ KLJKSHUIRUPLQJ RUJDQLVDWLRQ VKRXOG EH DLPLQJ WR LPSURYH LWV
SURGXFWVRUVHUYLFHVWDNLQJWKHDGYLFHRIDQROGDGDJHPDNLQJWKHJRRGEHWWHUDQGWKHEHWWHU
EHVW957KHUHDUHDQXPEHURIDUHDVZKHUHRSSRUWXQLWLHVIRUVLJQL¿FDQWHI¿FLHQF\JDLQVH[LVW7KH
¿QDOFKDSWHURXWOLQHVWZRVXFKDUHDVRIRSSRUWXQLW\
False Economies
39
3: Good, better, best
Beyond the National Commission of Audit and Federal Budget 
,PSURYLQJRXU DOUHDG\KLJKO\ HI¿FLHQW JRYHUQPHQWZLOO UHTXLUH FRQVLGHUDWLRQRI DOO DVSHFWV RI
HI¿FLHQF\GLVFXVVHGLQ&KDSWHU7KLVFKDSWHUQDUURZVWKHIRFXVE\FRQVLGHULQJKRZHI¿FLHQF\LQ
WKH$XVWUDOLDQ3XEOLF6HUYLFH$36PLJKWEHHQKDQFHG,WEHJLQVE\RIIHULQJEULHIREVHUYDWLRQV
RQ WZR VHWV RI UHFHQW GRFXPHQWVZKLFK GHDO VXEVWDQWLDOO\ZLWK WKH HI¿FLHQF\ RI WKH $36 WKH
 %XGJHW 3DSHUV DQG WKH 1DWLRQDO &RPPLVVLRQ RI $XGLW¶V 5HSRUWV DQG 7HUPV RI
5HIHUHQFH([DPLQDWLRQRIWKHVHGRFXPHQWVUHYHDOVWKDWPDQ\RIWKHXQKHOSIXOJHQHUDOLVDWLRQV
DERXWHI¿FLHQF\RXWOLQHGLQ&KDSWHUDUHVWLOOEHLQJPDGH7KHFKDSWHUWKHQPRYHVEH\RQGWKHVH
GRFXPHQWV WR GLVFXVV UHIRUPV WKDW ZRXOG JHQXLQHO\ LPSURYH WKH ORQJWHUP HI¿FLHQF\ RI WKH
SURYLVLRQRISXEOLFVHUYLFHV7ZRW\SHVRIUHIRUPDUHRXWOLQHGZKHUHE\VLJQL¿FDQWHI¿FLHQF\JDLQV
DUHSRVVLEOH
» ,QQRYDWLRQ±LPSURYLQJ$36FDSDFLW\WRFKDQJHDGDSWDQGLPSURYH
» 3URIHVVLRQDODFFRXQWDELOLW\±LPSURYLQJ$36FDSDFLW\WRHQVXUHDQGGHPRQVWUDWHWKDWLWV
JRDOVDUHEHLQJDFKLHYHG
7KLVFKDSWHU¿QGVWKDW$36LQQRYDWLRQFDQEHGULYHQE\VWUDWHJLHVWRFRPEDWRYHUO\ULVNDYHUVH
DSSURDFKHV 7KHVH VWUDWHJLHV LQFOXGH FURVVDJHQF\ WHDPV GHGLFDWHG WR GULYLQJ LQQRYDWLRQ LQ
SDUWLFXODU VHUYLFH GHOLYHU\ DUHDV WHFKQLTXHV DJHQF\ KHDGV FDQ XWLOLVH WR IDFLOLWDWH ERWWRPXS
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LQQRYDWLRQVZLWKLQWKHLURUJDQLVDWLRQVDSSURDFKHVWRSLORWSURJUDPVWKDWUHGXFHSROLWLFDOULVNV
DQG SUHVWLJLRXV DZDUGV DQG RWKHU VFKHPHV WR JLYH UHFRJQLWLRQ WR LQQRYDWLYH SXEOLF VHUYDQWV
$OVROLNHO\WRHQFRXUDJHLQQRYDWLRQLVWKHHVWDEOLVKPHQWRIDQLQYHVWPHQWIXQGGHGLFDWHGWR$36
LQQRYDWLRQWRSURYLGHDSXEOLFVHFWRUHTXLYDOHQWWRYHQWXUHFDSLWDO
3UHVHQWHGQH[WDUHDQXPEHURILQLWLDWLYHVWRIDFLOLWDWHDQHZDSSURDFKWRDFFRXQWDELOLW\LQWKH
$36RQHWKDW LVRXWFRPHIRFXVVHGXWLOLVHVIURQWOLQHH[SHUWLVHDQGUHFRJQLVHVWKHYLWDOUROHRI
RUJDQLVDWLRQDOWUXVWWRHQVXUHWKDWRUJDQLVDWLRQDOJRDOVDUHEHLQJPHW7KHLQLWLDWLYHVFDQYDVVHG
LQFOXGHEXLOGLQJIXUWKHUFDSDFLW\LQWKH$36IRUWKHSURFHVVRIJRDOVSHFL¿FDWLRQDQGDOLJQPHQWZLWK
DFFRXQWDELOLW\V\VWHPVDQGVHWWLQJXSDQLQWHJUDWHGQDWLRQDOSODQRUVLPLODUSURFHVVIRUVHWWLQJ
ORQJWHUPJRYHUQPHQWREMHFWLYHV7KH\DOVRFRYHULQFUHDVHGHQJDJHPHQW
ZLWKVHUYLFHXVHUVFKDQJLQJWKHUROHRIIURQWOLQHVWDIILQJLYLQJLQSXWWR
DFFRXQWDELOLW\V\VWHPVDQGJUHDWHUHIIRUWVWREXLOGRUJDQLVDWLRQDOWUXVWE\
LPSURYLQJDVSHFWVRIWKHSXEOLFVHUYLFHZRUNSODFHHQYLURQPHQW)LQDOO\
WKHDSSOLFDELOLW\RIVRPHRIWKHDERYHUHFRPPHQGDWLRQVWRSXEOLFVHUYLFH
DQGPLQLVWHULDORI¿FHLQWHUDFWLRQVLVGLVFXVVHG
7KHVHDUHRIFRXUVHQRWWKHRQO\SRVVLEOHHI¿FLHQF\UHIRUPV7KHUHDUH
UHIRUPVLQVSHFL¿FDUHDVWKDWPD\LPSURYHHI¿FLHQF\VLJQL¿FDQWO\'HIHQFH
SURFXUHPHQWDQGLQIRUPDWLRQDQGFRPPXQLFDWLRQVWHFKQRORJ\DUHWZR
H[DPSOHV7KHWZRRYHUDUFKLQJUHIRUPVIRULQQRYDWLRQDQGSURIHVVLRQDO
DFFRXQWDELOLW\DUHFKRVHQDVWKHIRFXVRIWKLVFKDSWHUEHFDXVHWKH\DUH
YHFWRUVWKURXJKZKLFKJUHDWHUHI¿FLHQF\DPRQJRWKHUREMHFWLYHVFDQEH
SXUVXHGLQDQ\RUDOODUHDVRIJRYHUQPHQWDFWLYLW\
)HGHUDO%XGJHW
&RPPHQWDWRUV DFURVV WKH SROLWLFDO VSHFWUXP DFNQRZOHGJH $XVWUDOLD¶V JRYHUQPHQW ¿QDQFHV
KDYHDVWUXFWXUDOGH¿FLW'LVDJUHHPHQWSHUVLVWVRQZKHWKHUWKLVGH¿FLWLVDµVSHQGLQJSUREOHP¶96  
RUDµUHYHQXHSUREOHP¶97DQGDQDO\VLVFRQFHQWUDWHVRQWKHUHODWLYHH[WHQWWRZKLFKJRYHUQPHQW
H[SHQGLWXUHVDUHLQFUHDVLQJRUWD[UHYHQXHVDUHGHFUHDVLQJ7KLVGHEDWHSDUWO\PLVVHVWKHSRLQWE\
IRFXVVLQJWRRKHDYLO\RQWKHSDVW:KDWLVQHHGHGLVDGHEDWHDERXWZKDWZHVKRXOGGRLQWKHFXUUHQW
FLUFXPVWDQFHV7KLVGHEDWHPXVWQRWEHEOLQGWRKLVWRULFDQGIRUHVHHDEOHWUHQGVEXWVKRXOGSODFH
WKHTXHVWLRQDERXWWKHUROHRIJRYHUQPHQWIURQWDQGFHQWUH(TXDOO\LPSRUWDQWLQWKLVUHVSHFWDUH
HI¿FLHQF\RIJRYHUQPHQWTXHVWLRQV2QFHJRYHUQPHQWREMHFWLYHVDUHGHWHUPLQHGFRQVLGHUDWLRQ
QHHGVWREHJLYHQDVWRKRZZHFDQDFKLHYHWKHVHREMHFWLYHVZLWKPLQLPXPUHVRXUFHV%XGJHWV
DQG WKHLU DVVRFLDWHG SDSHUV DQG VWDWHPHQWV VKRXOG SURYLGH VLJQL¿FDQW FRQWULEXWLRQV WR WKHVH
HI¿FLHQF\TXHVWLRQV
$NH\WKHPHRIWKH)HGHUDO%XGJHWKHUHDIWHUµ%XGJHW¶ZDVµVPDOOHUDQGPRUHUDWLRQDO
JRYHUQPHQW¶ZLWKDODUJHQXPEHURILWHPVWKURXJKRXWWKH%XGJHW3DSHUVH[SOLFLWO\UHODWHGWRLW98  
,QGHHGWKH0LQLVWHUIRU)LQDQFH6HQDWRU0DWKLDV&RUPDQQUHOHDVHGD0LQLVWHULDO3DSHURQWKLV
YHU\WRSLFWKHQLJKWRIWKH%XGJHWWRSURYLGHDQRYHUYLHZRIWKHLQLWLDWLYHVXQGHUWKLVWKHPH997KH
)RUHZRUGWRWKLVSDSHUPDNHVLWFOHDUWKDWLQFUHDVHGHI¿FLHQF\LVWKLVLQLWLDWLYH¶VSULPDU\DLP\HW
LWLVREYLRXVWKDWRQO\VRPHDVSHFWVRIHI¿FLHQF\ZHUHFRQVLGHUHG100'HWDLOLVJLYHQRQWKHVDYLQJV
WREHDFKLHYHGDQGWKHXQQHFHVVDU\GXSOLFDWLRQRIVRPHH[LVWLQJDUUDQJHPHQWVEXWRQWKHZKROH
WKHUHLVPLQLPDOGLVFXVVLRQRQWKHYDOXHSURYLGHGE\WKRVHERGLHVDEROLVKHGFRQVROLGDWHGPHUJHG
RUWUDQVIHUUHG1RLQIRUPDWLRQLVJLYHQRQWKHSULRULWLHVIRUWKHVHOHFWLRQRISDUWLFXODUERGLHVDERYH
RWKHUV1RVHOHFWLRQFULWHULDDUHLPSOLHGDSDUWIURPDVWDWHGGHVLUHIRUµOHDQHUEXVLQHVVOLNHZD\V
RIRSHUDWLQJ¶DQGDFRPPLWPHQWWRUHOHDVHµDQ$XVWUDOLDQ*RYHUQPHQW*RYHUQDQFH3ROLF\ODWHULQ
 Once government  
objectives are determined, 
consideration needs to be 
given as to how we can 
achieve these objectives with 
minimum resources.  
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¶101,QVXEVWDQFHWKHQWKHGHFLVLRQVDSSHDUWRHPHUJHPRUHIURPDODUJHO\XQVWDWHGRUKLGGHQ
DJHQGDDERXWWKHUROHRIJRYHUQPHQWUDWKHUWKDQDQH[SOLFLWDQDO\VLVRIWKHHI¿FLHQF\RIJRYHUQPHQW
7KH 0LQLVWHU IRU )LQDQFH GHVFULEHV IRXU SULQFLSOHV GUDZQ IURP WKH 1DWLRQDO &RPPLVVLRQ
RI $XGLW¶V UHFRPPHQGDWLRQV DV µVLJQL¿FDQW SULQFLSOHV WKDW FRXOG EH DSSOLHG WR ERWK H[LVWLQJ
JRYHUQPHQWERGLHVDQGSURSRVDOVWRHVWDEOLVKQHZERGLHV¶7KHVHLQFOXGHµZKHWKHUDFXUUHQWRU
SURSRVHGERG\SHUIRUPVDSXEOLFIXQFWLRQSURSHUO\EHORQJLQJWRWKH&RPPRQZHDOWK¶µZKHWKHUD
JRYHUQPHQWERG\LVQHFHVVDU\WRSURYLGHWKHIXQFWLRQ¶µZKHWKHUIXQFWLRQVFDQEHJURXSHGPRUH
HI¿FLHQWO\ LQWR D VPDOO QXPEHU RI JRYHUQPHQWERGLHV¶ DQG µZKHWKHU JRYHUQPHQWERGLHVKDYH
WKHDSSURSULDWHW\SHRIOHJDOVWUXFWXUHWRDFKLHYHWKHLUSXUSRVHLQWKHPRVWHI¿FLHQWDQGHIIHFWLYH
PDQQHU¶1026XQVHWFODXVHVIRUJRYHUQPHQWERGLHVDUHDOVRFRQWHPSODWHG:KDWHYHUWKHZLVGRP
RIWKHVHSULQFLSOHVWKH\DUHQRWGHWHUPLQDWLYHRIZK\FHUWDLQERGLHVKDYHEHHQGHHPHGVXUSOXV
WRUHTXLUHPHQWVVXFKDVWKH&OHDQ(QHUJ\)LQDQFH&RUSRUDWLRQDQGWKH&2$*5HIRUP&RXQFLO
LQVWHDGRIRWKHUV7KHIRUPXODWLRQRIWKHVHSULQFLSOHVSDUWLFXODUO\WKH¿UVWUHODWLQJWRIXQFWLRQV
PHUHO\UDLVHTXHVWLRQVUDWKHUWKDQJXLGHWKHDQVZHUV
7KHERGLHVLPSDFWHGDUHGUDZQIURPDUDQJHRIGLIIHUHQWSRUWIROLRV7KHWZRODUJHVWVDYLQJVDUHLQ
)RUHLJQ$IIDLUVDQG7UDGHHI¿FLHQFLHVIURPWKHFRQVROLGDWLRQRI$XV$LGZLWKLQWKH'HSDUWPHQW
RI)RUHLJQ$IIDLUVDQG7UDGHVDYLQJPLOOLRQDQGLQ+HDOWKVDYLQJVRIPLOOLRQIURP
DEROLVKLQJ+HDOWK:RUNIRUFH$XVWUDOLDDQGFRQVROLGDWLQJ LWV IXQFWLRQV LQWR WKH'HSDUWPHQWRI
+HDOWK7KHVHWZRLWHPVPDNHXSPRUHWKDQRIWKHVDYLQJV$OORIWKHRWKHULWHPVSURGXFH
UHODWLYHO\ VPDOO VDYLQJV QRQHRYHUPLOOLRQ 6RPHDUHGRXEWOHVVQHFHVVDU\1HYHUWKHOHVV
WKHDVVXPSWLRQDSSHDUV WREH WKDWVPDOOHUJRYHUQPHQWDQG ODUJHUPXOWLIXQFWLRQDJHQFLHVDUH
QHFHVVDULO\PRUH HI¿FLHQW WKLV GRHV QRW DSSHDU WR KDYH EHHQ DQ H[DPLQDWLRQ RI KRZ EHVW WR
DFKLHYHDLPVZLWKPLQLPXPUHVRXUFHVEXWVLPSO\DQDWWHPSWWRminimiseUHVRXUFHV
7RWKH)HGHUDO*RYHUQPHQW¶VFUHGLWFRPSDUHGZLWKQRQVSHFL¿FPHDVXUHVVXFKDVWKH(I¿FLHQF\
'LYLGHQGVHH%R[EHORZWKHFXWVPDGHDVSDUWRIWKHµVPDOOHUDQGPRUHUDWLRQDOJRYHUQPHQW¶
LQLWLDWLYH GR KDYH WKH DGYDQWDJH RI FOHDUO\ VSHFLI\LQJ ZKDW JRYHUQPHQW SURJUDPV DUH WR EH
DIIHFWHG+RZHYHULQDEXGJHWRIRYHUELOOLRQWKH\DUHQRWKLJKO\VLJQL¿FDQW)RUH[DPSOH
WKHWRWDOµVPDOOHUDQGPRUHUDWLRQDOJRYHUQPHQW¶VDYLQJVDFKLHYHGE\FHVVDWLRQVDQGPHUJHUVDUH
PLOOLRQ1037KLVLVOHVVWKDQRIWKHVDYLQJVSURGXFHGE\WKH(I¿FLHQF\'LYLGHQGVRPH
ELOOLRQ104DQDFURVVWKHERDUGFXWWKDWDIIHFWVVHUYLFHVUHJDUGOHVVRIWKHLUXWLOLW\7KH%XGJHW
LQFUHDVHVWKH(I¿FLHQF\'LYLGHQGE\LQWKHDQG¿QDQFLDO
\HDUV7KLV LVRQ WRSRIDSUHYLRXV LQFUHDVHE\/DERU WR105 UHVXOWLQJ LQD WRWDOHI¿FLHQF\
GLYLGHQGRILQWKRVH\HDUVVHH7DEOHEHORZ,WVSHFL¿HVWKHVDYLQJVDUHWREHµWDUJHWHGLQ
DUHDVVXFKDVUHGXFHGDGYHUWLVLQJFRQVXOWDQF\DQGWUDYHOFRVWVDQGGHUHJXODWLRQHI¿FLHQFLHV¶106  
%R[DQGUHYHDOKRZKLJKDQGXQLIRUP(I¿FLHQF\'LYLGHQGVFDQOHDGWRVWDIIFXWVWKDW
FRXQWHUDFWHI¿FLHQF\
BOX 3.1:  7KH(I¿FLHQF\'LYLGHQG
$QXPEHURIGLIIHUHQW VWUDWHJLHVKDYHEHHQHPSOR\HGE\YDULRXVJRYHUQPHQWV WRSURPRWH
HI¿FLHQF\ ZLWKLQ WKHLU SXEOLF VHUYLFHV 8QIRUWXQDWHO\ WKH GDWD RQ ZKLFK VWUDWHJLHV KDYH
EHHQ PRVW VXFFHVVIXO LV UHODWLYHO\ SRRU107 7KH PDLQ PHFKDQLVP XVHG WR GULYH HI¿FLHQF\
LPSURYHPHQWVDFURVVWKH$36DVDZKROHLVWKH(I¿FLHQF\'LYLGHQG
7KH PDMRULW\ RI &RPPRQZHDOWK SXEOLF VHFWRU ERGLHV DUH VXEMHFW WR DQ DQQXDO (I¿FLHQF\
'LYLGHQG WKDW UHGXFHV DGPLQLVWUDWLYH EXGJHWV E\ D FHUWDLQ SHUFHQWDJH HDFK \HDU RQ WKH
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DVVXPSWLRQWKDW µHI¿FLHQFLHV¶ZLOOEHIRXQGWRGRWKHVDPHZRUNZLWKIHZHUUHVRXUFHV7KH
(I¿FLHQF\'LYLGHQGKDVEHHQLQSODFHIRURYHUWZHQW\¿YH\HDUVRULJLQDOO\LPSOHPHQWHGE\
WKH+DZNH*RYHUQPHQW,WLVQRWXQLTXHWRWKH&RPPRQZHDOWKPRVWVWDWHJRYHUQPHQWVKDYH
DSSOLHGDQ(I¿FLHQF\'LYLGHQGLQWKHSDVWDQGLWLVDOVRXVHGLQRYHUVHDVMXULVGLFWLRQV108
7KHDPRXQW WKDWEXGJHWVDUHUHGXFHGE\ LVXVXDOO\EXW LWKDVYDULHG VHH7DEOH
EHORZ:KLOH WKH(I¿FLHQF\'LYLGHQGPD\ KDYH SURYLGHG EXGJHWDU\ VDYLQJV DQG VSXUUHG
DGPLQLVWUDWLYHLPDJLQDWLRQHYLGHQFHVKRZVWKDWLWKDVKDGDQXPEHURIXQLQWHQGHGQHJDWLYH
RXWFRPHV DQG LV QRW HIIHFWLYH LQ DFKLHYLQJ HI¿FLHQFLHV ZKLOH PDLQWDLQLQJ WKH GHOLYHU\ RI
TXDOLW\SXEOLFVHUYLFHV$VHULHVRIUHSRUWVKDYHJLYHQLQFUHDVLQJO\SRRUHYDOXDWLRQV109  More  
UHFHQWO\WKH1DWLRQDO&RPPLVVLRQRI$XGLWFULWLFLVHGWKHPHDVXUHDVDµEOXQWLQVWUXPHQW¶DQG
DGYLVHGDJDLQVWKLJK(I¿FLHQF\'LYLGHQGVDGYRFDWLQJWKDWVDYLQJVKRXOGEHPDGHDVDUHVXOW
RIFRQVFLRXVFKRLFHVDERXWJRYHUQPHQW¶VUROH110
$VVWDWHGDOWHUQDWLYHVWUDWHJLHVIRUGULYLQJHI¿FLHQF\H[LVWDQGJLYHQWKHJURZLQJFRQVHQVXV
RQWKHÀDZVRIWKH(I¿FLHQF\'LYLGHQGWKHVHVKRXOGEHWULDOOHG2QHSRVVLEOHVWUDWHJ\LVWR
LPSOHPHQWUROOLQJEXGJHWDXGLWV7KHVHUHJXODUUHYLHZVZRXOGSURYLGHDQHYLGHQFHEDVHIRU
LGHQWLI\LQJ SRWHQWLDO LQHI¿FLHQFLHV DQGGHYHORSLQJPHFKDQLVPV WR DGGUHVV WKHP111 6XFK D
VWUDWHJ\ KDV WKH SRWHQWLDO WR GULYH VLJQL¿FDQW HI¿FLHQF\ JDLQV EXW LPSOHPHQWDWLRQ LV QRW
VWUDLJKWIRUZDUGDQGLWLVHVVHQWLDOWKDWWKHVWUXFWXUHRIWKHUHYLHZVEHFDUHIXOO\FRQVLGHUHG
7KHUHYLHZVVKRXOGLQFOXGHLQWHUQDO
SDUWLFLSDQWV GUDZQ IURP YDULRXV
DUHDVHJSROLF\IURQWOLQHGHOLYHU\
¿QDQFH ,7 DQG VWUDWHJ\ DQG
GLIIHUHQW VHQLRULW\ OHYHOV ,W VKRXOG
DOVR LQYROYHDQH[WHUQDOERG\VXFK
DV WKH $XVWUDOLDQ 1DWLRQDO $XGLW
2I¿FH WR JLYH WKH DGYDQWDJHV RI
REMHFWLYLW\ LQGHSHQGHQFH DQG D
EURDGHUSHUVSHFWLYH
$QRWKHURSWLRQLVIRUPDODJUHHPHQWV
RQ HI¿FLHQF\ WDUJHWV DQG SODQV WR
DFKLHYHWKHPPDGHEHWZHHQVHQLRU
PDQDJHUV UHOHYDQW PLQLVWHUV
HPSOR\HHVXQLRQVDQGVWDNHKROGHUV
IRU HDFK DJHQF\ 7KHVH DUH QRW WKH
RQO\ DOWHUQDWLYH VWUDWHJLHV 2WKHUV
H[LVWDQGFRPELQDWLRQVRIVWUDWHJLHV
DUHSRVVLEOH112
7DEOH  
7KHHI¿FLHQF\GLYLGHQGRYHUWLPH
1987-1994 1.25%
1994-2005 1.00%
2005-2008 1.25%
2008-2009 3.25%
2009-2011 1.25%
2011-2012 1.50%
2012-2013 4.00%
2013-2014 1.25%
2014-2015 2.5%
2015-2016 2.5%
2016-2017 2.5%
6RXUFH  
8SGDWHGIURP1+RUQH7KH&RPPRQZHDOWK
HI¿FLHQF\GLYLGHQG$QRYHUYLHZ113
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BOX 3.2:  APS  staff  cuts  -­  History  repeats?
7KH(I¿FLHQF\'LYLGHQGKDVRSHUDWHGDORQJVLGHSHULRGLFDQGRIWHQFRQVLGHUDEOHDGMXVWPHQWV
WR$36VWDI¿QJOHYHOV7KHODVWSHULRGRIVLJQL¿FDQWFXWVWRWKH$36ZDVXQGHUWKH.HDWLQJ
DQG+RZDUG*RYHUQPHQWV%HWZHHQDQGWKH$36UHGXFHGVWDIIOHYHOVE\DURXQG
UHSUHVHQWLQJQHDUO\DWKLUGRIWKH$36ZRUNIRUFH1147KH+RZDUG*RYHUQPHQWKDYLQJ
PDGHVLJQL¿FDQWFXWVIRXQGWKDWLWKDGWRROLWWOHLQYHVWPHQWLQSXEOLFVHUYLFHFDSDFLW\DQG
WKHQXPEHUVRI$36VWDIILQFUHDVHGE\RYHUWKHQH[W\HDUV1157KHUHVXOWRIWKHLQLWLDO
GHHSFXWVZDVDFRQVLGHUDEOHORVVRIG\QDPLFHI¿FLHQF\DVNH\VNLOOVZHUHORVWWRWKHVHUYLFH
DQGOHDUQLQJFKDOOHQJHVZHUHIDFHGE\WKHLQFRPLQJVWDII
,WLVLQWHUHVWLQJWRQRWHWKDWLQWKHWZR\HDUVDIWHULWV¿UVWEXGJHWWKH+RZDUG*RYHUQPHQW
UHGXFHGWKH$36E\MXVWRYHUVWDII7KHEXGJHWDQWLFLSDWHVWKDWRYHUWKHQH[W
WZR\HDUV WKH$36ZLOO UHGXFHE\  VWDII7KH$EERWW*RYHUQPHQW FDPH WRSRZHU LQ
6HSWHPEHUZLWKDQHOHFWLRQSURPLVH WR FXW SXEOLF VHFWRU MREV1167KH IRUZDUG
HVWLPDWHVOHIWE\WKHSUHYLRXV*RYHUQPHQWDOUHDG\LPSRVHGGHHSDQGODUJHO\LQGLVFULPLQDWH
FXWVWRRSHUDWLQJEXGJHWVDQGVWDI¿QJ$GYLFHUHFHLYHGIURPWKH'HSDUWPHQWRI)LQDQFHLQ
1RYHPEHUVKRZHGWKDWIXQGLQJDQGSURJUDPFXWVLQVWLJDWHGSULRUWRWKHHOHFWLRQE\WKH
SUHYLRXVJRYHUQPHQWZRXOGOHDGWRDQHVWLPDWHGORVVRISXEOLFVHFWRUMREV117'HFLVLRQV
LQWKH%XGJHWPHDQWKDWDURXQGDGGLWLRQDOMREVZLOOOLNHO\EHORVWE\118
7KHLPSDFWRIWKHVHFXWVLVDOUHDG\EHLQJIHOW,Q-XQHWKH$XVWUDOLDQ%XUHDXRI6WDWLVWLFV
$%6 DQQRXQFHG UHGXFWLRQV WR LWV ZRUN SURJUDP DV D UHVXOW RI WKH GLUHFWLYH WR UHGXFH
H[SHQGLWXUHE\PLOOLRQRYHUWKUHH\HDUV$PRQJWKHSURJUDPVGLVFRQWLQXHGLVWKHKLJKO\
UDWHGDQGPXFKFLWHG0HDVXUHVRI$XVWUDOLD¶V3URJUHVV5HVHDUFKGHYHORSPHQWDQGUHSRUWLQJ
RIVRFLDOFRQGLWLRQVVWDWLVWLFVZLOODOVREHUHGXFHG,QDQQRXQFLQJWKHFKDQJHVLWZDVVWDWHG
µ:KLOHWKH$%6KDVEHHQDEOHWRLPSOHPHQWHI¿FLHQFLHVLQLWVRSHUDWLRQVWKHVHDUHLQVXI¿FLHQW
WRPHHWWKHH[SHQGLWXUHWDUJHW$VDUHVXOWWKHVWDWLVWLFDOZRUNSURJUDPZLOOEHUHGXFHGIURP
¶7KH$%6LVQRWDORQHRIFRXUVH
7KH HIIHFW RI WKH LQFUHDVHG(I¿FLHQF\'LYLGHQG DQG VLJQL¿FDQW VWDII UHGXFWLRQV UHYHDOV DQ
RYHUULGLQJ LPSHUDWLYH WR LPSURYH WKH EXGJHW SRVLWLRQ 7KH GDQJHU LV WKDW WKH )HGHUDO
*RYHUQPHQWLVZLWKGUDZLQJIURPRUFXUWDLOLQJDUDQJHRIVHUYLFHVDWDWLPHRIDFFHOHUDWHG
VWUXFWXUDOFKDQJHLQWKHJOREDOHFRQRP\DQGDVWHSFKDQJHLQLQGXVWULHVDWKRPHDQGDEURDG
&KDQJHVLQWKH$36PD\EHUHTXLUHGLQFOXGLQJGRZQVL]LQJLQVRPHDUHDV:KDWLVQHHGHG
PRVWRIDOOKRZHYHU LVDJRYHUQLQJORJLFWKDWPRYHVEH\RQGJRYHUQPHQWEHLQJ µELJJHU¶RU
µVPDOOHU¶7KHRYHUDOOLPSUHVVLRQULJKWQRZLVWKDWµWKHJRYHUQPHQWLVQDYLJDWLQJDQHFRQRPLF
KLJKZD\ZKLOHGLPPLQJWKHOLJKWV¶119
,IRQHDYHUDJHVWKHFXWVDQGLQFUHDVHVWRWKH$36LQWKH\HDUVVLQFHWKHVWDUWRIWKH+RZDUG
*RYHUQPHQWRQH¿QGVDJURZWKUDWHRIHDFK\HDU,QFLGHQWDOO\WKLVLVVOLJKWO\ORZHUWKDQ
$XVWUDOLD¶VSRSXODWLRQJURZWKRYHUWKHVDPHWLPHSHULRGZKLFKZDV3RSXODWLRQJURZWK
RIFRXUVHLVRQO\DQDSSUR[LPDWHLQGLFDWLRQRIWKHQHHGIRUJURZWKLQ$36VWDI¿QJOHYHOV0DQ\
RWKHUIDFWRUVSOD\DSDUWVXFKDVOHYHOVRILQHTXDOLW\DQGSXEOLFH[SHFWDWLRQV+RZHYHUXVLQJ
WKLVURXJKJXLGHJURZWKLQWKH$36KDVQHDUO\NHSWSDFHZLWKWKHVL]HRI$XVWUDOLD¶VSRSXODWLRQ
8QIRUWXQDWHO\ WKH SURFHVV RI NHHSLQJ SDFH KDV QRW EHHQ OLQHDU 7KH GHHS FXWV DQG UDSLG
LQFUHDVHVLQVWDI¿QJOHYHOVGDPDJHWKHHI¿FLHQF\RIWKH$366XFKVWDI¿QJÀXFWXDWLRQVUHGXFH
WKHOHYHORIVNLOOVDQGH[SHULHQFHLQWKH$36QHJDWHLWVDELOLW\WRGHWHFWUHDORSSRUWXQLWLHVIRU
HI¿FLHQF\LPSURYHPHQWVDQGOLPLWLWVDGDSWDELOLW\WRFKDQJLQJFLUFXPVWDQFHV
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7DEOH  OHIW VKRZV WKH ÀXFWXDWLRQV LQ
$36VWDI¿QJQXPEHUVLWDOVRVKRZVWKH
JURZWK DQG VKULQNDJH HDFK \HDU RQFH
FKDQJHVLQFRYHUDJHKDYHEHHQH[FOXGHG
6LPSO\ ORRNLQJ DW $36 VWDII QXPEHUV
UHYHDOVWKHEURDGWUHQGVEXWIRUDPRUH
DFFXUDWHLGHDRIVWDI¿QJOHYHOFKDQJHVLW
PXVWEHNHSWLQPLQGWKDWRUJDQLVDWLRQV
RUSDUWVRIRUJDQLVDWLRQVDUHRFFDVLRQDOO\
PRYHG LQWR RU RXW RI FRYHUDJH XQGHU
WKH 3XEOLF 6HUYLFH $FW  ,Q RWKHU
ZRUGV VRPH RI WKH FKDQJHV LQ VWDI¿QJ
QXPEHUVDUHQRWGXHWRFXWVRUJURZWKLQ
WKH$36EXWVLPSO\WKHUHVXOWRIFKDQJHV
LQZKDWLVIRUPDOO\GHHPHGWREHSDUWRI
WKH$36,QPRVW\HDUVWKHVHFKDQJHVDUH
VPDOOEXWRFFDVLRQDOO\ODUJHQXPEHUVRI
VWDII DUH DIIHFWHG E\ FRYHUDJH FKDQJHV
7DNLQJWKHVHLQWRDFFRXQWVKRZVKRZWKH
$36VWDIIFDSDFLW\FKDQJHGHDFK\HDU
6RXUFH$366WDWLVWLFDO%XOOHWLQV  
120
)LJXUH$366WDI¿QJ*URZWK
 
 
Growth (excl. coverage change) Average growth
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7DEOH$36VWDIIQXPEHUV
Year Staff
Change  
(excl. coverage) Growth
1997 134,052
1998 121,004 -11,479 -8.56%
1999 113,836 -6,809 -5.63%
2000 113,535 1,212 1.06%
2001 119,528 5,993 5.28%
2002 123,391 3,864 3.23%
2003 131,769 8,343 6.76%
2004 131,481 -518 -0.39%
2005 133,609 3,464 2.63%
2006 146,237 7,288 5.45%
2007 155,427 8,646 5.91%
2008 159,738 3,763 2.42%
2009 161,769 2,071 1.30%
2010 164,351 2,561 1.58%
2011 166,152 1,546 0.94%
2012 168,164 1,772 1.07%
2013 167,257 -919 -0.55%
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The  National  Commission  of  Audit
7KHFRQWLQXLQJGHFODUHGLQWHUHVWRISROLWLFLDQVLQSXUVXLQJHI¿FLHQWJRYHUQPHQWZDVHYLGHQFHG
LQ WKH VHWWLQJ XS RI WKH 1DWLRQDO &RPPLVVLRQ RI $XGLW KHUHDIWHU WKH µ&RPPLVVLRQ¶ E\ WKH
$EERWW*RYHUQPHQW7KH&RPPLVVLRQ¶V7HUPVRI5HIHUHQFHVWDWH¿YHJRDOV7KUHHDUHFRQFHUQHG
ZLWKLQFUHDVLQJWHFKQLFDOHI¿FLHQF\ZKLOHWKHRWKHUWZRUHODWHWRUHGXFLQJWKHVFRSHRI)HGHUDO
*RYHUQPHQWDFWLYLWLHVDUJXDEO\EDVHGRQDOORFDWLYHHI¿FLHQF\FRQVLGHUDWLRQV122
8QIRUWXQDWHO\WKHOLPLWHG7HUPVRI5HIHUHQFHOHGWRWKHFRQVLGHUDWLRQRIRQO\VRPHRIWKHDVSHFWV
RIHI¿FLHQF\GLVFXVVHGLQ&KDSWHU7KHHQWLUHH[HUFLVHZDVFDVWZLWKLQWKHFRQWH[WRIVHHNLQJ
WR UHGXFH RYHUDOO JRYHUQPHQW H[SHQGLWXUHV 7HUPLQRORJLHV RI WHFKQLFDO
HI¿FLHQF\ SUHGRPLQDWHG VXFK DV µYDOXHIRUPRQH\¶ µJRYHUQPHQW OLYLQJ
ZLWKLQ LWVPHDQV¶DQG µDFKLHYHVDYLQJV¶2QO\RQHVLGHRI WKHHTXDWLRQZDV
FRQVLGHUHGZLWKDOOWKHIRFXVRQUHGXFLQJJRYHUQPHQWH[SHQGLWXUHDQGQRQH
RQSRWHQWLDOLQYHVWPHQWVLQGHYHORSLQJPRUHHI¿FLHQWRUHIIHFWLYHPHWKRGV
WKDWFRXOGLQFUHDVHSXEOLFVHFWRUDQGHFRQRP\ZLGHHI¿FLHQF\
7KH 7HUPV RI 5HIHUHQFH VLPLODUO\ OLPLWHG FRQVLGHUDWLRQ RI DOORFDWLYH
HI¿FLHQF\ 'HVSLWH VD\LQJ µJRYHUQPHQW VKRXOG GR IRU SHRSOH ZKDW WKH\
FDQQRWGRRUFDQQRWGRHI¿FLHQWO\IRUWKHPVHOYHV¶WKH&RPPLVVLRQZDVRQO\
DVNHGWRFRQWHPSODWHZKHWKHUVRPHFXUUHQWO\GHOLYHUHGVHUYLFHVVKRXOGQRW
EHXQGHUWDNHQ,WZDVQRWDVNHGWRLQYHVWLJDWHZKHWKHUWKHUHDUHVHUYLFHVWKDW
WKH)HGHUDO*RYHUQPHQWVKRXOGXQGHUWDNHWKDWLWLVQRWFXUUHQWO\GHOLYHULQJ
/DUJHO\ PLVVLQJ ZDV WKH EURDGHU QDWLRQDO SHUVSHFWLYH RQ HI¿FLHQF\ WKDW
W\SLFDOO\ XQGHUSLQV GHFLVLRQV RQ SXEOLF SURJUDPV DQG SROLFLHV LQ WKH ¿UVW
SODFH)RUH[DPSOHWKHSXEOLFVHFWRUUROHVLQKHDOWKHGXFDWLRQMXVWLFHDQG
UHJXODWLRQDUHRIWHQYLWDOWRWKHYDULRXVIRUPVRISULYDWHVHFWRURUZKROHRI
VRFLHW\ HI¿FLHQF\ 0DQ\ VSHFL¿F IXQFWLRQV RI JRYHUQPHQW DUH SHUIRUPHG
EHFDXVHLQHI¿FLHQWPDUNHWIDLOXUHVZRXOGRWKHUZLVHEHH[SHFWHG&ULWLFDOO\
WKHUHZDVDOVRQRH[SOLFLWFRQVLGHUDWLRQRIG\QDPLFHI¿FLHQF\QRPHQWLRQRIVXVWDLQLQJHI¿FLHQF\
LPSURYHPHQWV RYHU WKH ORQJWHUP DQG QR UHÀHFWLRQ RQ FRQWLQXLQJ WR GHOLYHU HI¿FLHQF\ LQ D
UDSLGO\FKDQJLQJJOREDOHQYLURQPHQW
,W LV XQVXUSULVLQJ WKHUHIRUH WKDW WKH&RPPLVVLRQ¶V WZR UHSRUWV VKRZD VLPLODUQDUURZ IRFXV
0RUH WKDQ WZRWKLUGV RI WKH &RPPLVVLRQ¶V UHFRPPHQGDWLRQV FRQFHUQ WHFKQLFDO HI¿FLHQF\ RU
OLPLWLQJWKHH[SHQGLWXUHDQGUROHRIWKH&RPPRQZHDOWK*RYHUQPHQW123'LVDSSRLQWLQJO\ZKLOHWKH
&RPPLVVLRQIHOWDEOHWRJREH\RQGLWV7HUPVRI5HIHUHQFHLQVRPHDUHDVVXFKDVUHFRPPHQGDWLRQV
RQUHGXFLQJWKHPLQLPXPZDJH124LWGLGQRWFRQVLGHULVVXHVDUJXDEO\PXFKPRUHFORVHO\UHODWHG
WRLWVPDQGDWHVXFKDVUHGXFLQJWD[FRQFHVVLRQVWREDODQFHLQFUHDVLQJH[SHQGLWXUHV$OWKRXJK
WKH&RPPLVVLRQDFNQRZOHGJHGWKDWWKHVL]HRIJRYHUQPHQWGHSHQGVRQWKHUROHLWWDNHV125WKHUH
ZDVQRGLVFXVVLRQRILQFUHDVLQJWKLVUROHRQO\UHFRPPHQGDWLRQVWRGHFUHDVHLWWKURXJKFXWVDQG
SULYDWLVDWLRQ$OVRGLVDSSRLQWLQJZDVWKHODFNRIDQ\UHFRPPHQGDWLRQWRLQYHVWLQHI¿FLHQF\WR
SURGXFHJUHDWHUVDYLQJVLQWKHORQJUXQ:KHUHWKH&RPPLVVLRQFRPHVFORVHWRG\QDPLFHI¿FLHQF\
LVVXHVLQUHFRPPHQGDWLRQVRQHJRYHUQPHQWDQGFORXGFRPSXWLQJLWSURSRVHVQRLQYHVWPHQW
LQLPSOHPHQWLQJWKHVHUHIRUPVRQO\WRDGRSWµDPELWLRXVVWUDWHJLHV¶DQGµPDQGDWRU\SROLFLHV¶126
7KH&RPPLVVLRQ¶V7HUPVRI5HIHUHQFHVWDWHG WKDWD WKRURXJKUHYLHZRIJRYHUQPHQW IXQFWLRQV
KDVQRWEHHQXQGHUWDNHQLQWZHQW\\HDUV,WLVXQIRUWXQDWHWKDWWKH&RPPLVVLRQZDVJLYHQRQO\
¿YHPRQWKVWRXQGHUWDNHDRQFHLQWZRGHFDGHVµWKRURXJK¶UHYLHZ7KHH[SHGLWHGWLPLQJRIWKH
&RPPLVVLRQQRGRXEWOLPLWHGWKHDQDO\VLVLWZDVDEOHWRXQGHUWDNH$OWKRXJKWKHUHSRUWVSURGXFHG
 More than two-‐thirds 
of the Commission’s 
recommendations 
concern technical 
efficiency, or limiting 
the expenditure and role 
of the Commonwealth 
Government 
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ZHUHOHQJWK\RYHUSDJHVLQFOXGLQJDSSHQGLFHVWKHRYHUZKHOPLQJPDMRULW\RIUHIHUHQFHV
DUHSUHYLRXV&RPPRQZHDOWK*RYHUQPHQWUHSRUWV7KHUHLVOLWWOHUHIHUHQFHWRDFDGHPLFVRXUFHVRU
WKHUHSRUWVRIVLPLODUJRYHUQPHQWVRYHUVHDV
)LQGLQJJHQXLQHHI¿FLHQF\LPSURYHPHQWVLQWKH&RPPRQZHDOWKSXEOLFVHFWRULVDFRPSOH[DQG
RQJRLQJ WDVN UHTXLULQJ D IXOO FRQVLGHUDWLRQ RI WKH SXEOLF LQWHUHVW UDWKHU WKDQ DQ\ RQH RU WZR
VHFWLRQDOLQWHUHVWV$OWKRXJKWKHUHDUHDOZD\VDUHDVZKHUHVLJQL¿FDQWLPSURYHPHQWVFDQEHPDGH
FRUUHFWO\ LGHQWLI\LQJ WKHP RYHUFRPLQJEDUULHUV WR HI¿FLHQF\ DQGGHVLJQLQJ HIIHFWLYH VROXWLRQV
ZLOOQRWEHTXLFNDQGVLPSOH$VVKRZQLQWKHSUHYLRXVFKDSWHURXUSXEOLFVHFWRULVDOUHDG\YHU\
HI¿FLHQWLQJHQHUDO±WKHµORZKDQJLQJIUXLW¶HI¿FLHQF\LPSURYHPHQWVKDYHPRVWO\DOUHDG\EHHQ
µSLFNHG¶PHDQLQJWKDWIXUWKHUTXLFNDQGVWUDLJKWIRUZDUGLPSURYHPHQWVDUHXQOLNHO\WRSURGXFH
VLJQL¿FDQWJDLQV)RUH[DPSOHDVSDUWRILWVDGYLFHRQUDWLRQDOLVLQJWKHVWUXFWXUHRIJRYHUQPHQW
WKH&RPPLVVLRQUHFRPPHQGHGJRYHUQPHQWERGLHVEHFHDVHGPHUJHGRUFRQVROLGDWHG127$V
ZLWKLWVRWKHUUHFRPPHQGDWLRQVWKH&RPPLVVLRQGLGQRWSURYLGHHVWLPDWHVRIWKHOLNHO\VDYLQJV
IURP WKLV+RZHYHU DVQRWHGDERYH WKH VDYLQJV IURP WKH µVPDOOHUPRUH UDWLRQDOJRYHUQPHQW¶
LQLWLDWLYHDUHPLOOLRQLQDEXGJHWRIRYHUELOOLRQ
7KH&RPPLVVLRQ¶VDQDO\VLVRISXEOLFVHUYLFHHI¿FLHQF\VXIIHUVIURPWKHQDUURZIRFXVRQSDUWLFXODU
DVSHFWVRIHI¿FLHQF\JLYHQWRLWE\LWV7HUPVRI5HIHUHQFH,WVLQDWWHQWLRQWRG\QDPLFHI¿FLHQF\
DQG IRFXV RQ FXWV DV DPHDQV RI DFKLHYLQJ HI¿FLHQF\ SUHYHQWV LW IURP GLVFXVVLQJ LQQRYDWLRQ
DQGZD\VRI LQYHVWLQJLQDFKLHYLQJHI¿FLHQF\RYHUWKH ORQJWHUP+RZHYHUZLWKLQWKLV IRFXV LW
VKRXOGEHDSSODXGHGIRUQRWUHO\LQJRQXQLIRUPDFURVVWKHERDUGFXWV7KH&RPPLVVLRQH[SOLFLWO\
UHMHFWHGWKHVWUDWHJ\RIKLJKHI¿FLHQF\GLYLGHQGV,QVWHDGLWVWDWHGWKDWJRYHUQPHQWVVKRXOGPDNH
FRQVFLRXVFKRLFHVDERXWWKHIXQFWLRQVWREHGHOLYHUHGE\WKHSXEOLFVHFWRUDQGWKDWVWDI¿QJOHYHOV
VKRXOGÀRZIURPWKHVHH[SOLFLWGHFLVLRQV1288QIRUWXQDWHO\WKLVDSSURDFKGRHVQRWDSSHDUWRKDYH
EHHQIROORZHGLQWKHVXEVHTXHQW%XGJHWZLWKWKH*RYHUQPHQWIXUWKHULQFUHDVLQJDQDOUHDG\KLJK
(I¿FLHQF\'LYLGHQG
Innovation
$VLJQL¿FDQWIDFWRULQWKHHI¿FLHQF\RIDQ\RUJDQLVDWLRQLVLWVFDSDFLW\IRULQQRYDWLRQ,QWKHSULYDWH
VHFWRUXQOHVVWKHUHLVZHDNFRPSHWLWLRQDFRPSDQ\WKDWIDLOVWRLQQRYDWHZLOOHYHQWXDOO\GHFOLQH
RUIDLODQGEHUHSODFHGE\ULYDOVZLWKEHWWHUQHZSURGXFWVRUQHZPHWKRGV,QWKHSXEOLFVHFWRUWKH
HPSKDVLVLVRQLQQRYDWLRQZLWKLQORQJODVWLQJHQWLWLHVEHFDXVHPRVWRIWKHPDMRU¿HOGVRISXEOLF
VHFWRUDFWLYLW\DUHQDWXUDOPRQRSROLHV:KLOHVRPHHOHPHQWVRIWKHVXSSO\FKDLQPD\FKDQJHRYHU
WLPHZHFDQDOZD\VH[SHFWWRKDYHIRUH[DPSOHRQHQDWLRQDOGHIHQFHV\VWHPRQHIRUHLJQVHUYLFH
RQHLPPLJUDWLRQSROLF\DQGRQHVRFLDOVHUYLFHV\VWHP7KHUHZLOOXVXDOO\EH
RQHGHSDUWPHQWDQGSRUWIROLRVHWXSWRDGYLVHDQGDGPLQLVWHUSROLF\IRUHDFK
VHUYLFHDUHD'ULYLQJLQQRYDWLRQZLWKLQWKRVHDJHQFLHVEHFRPHVHVVHQWLDOIRU
RQJRLQJLPSURYHPHQWVWRWHFKQLFDODOORFDWLYHDQGG\QDPLFHI¿FLHQF\LQWKH
SXEOLFVHFWRUDQGWKHZLGHUVRFLHW\WKDWLWVHUYHV
3XEOLFVHFWRULQQRYDWLRQKDVGLIIHUHQWGULYHUVDQGIDFHVGLIIHUHQWFRQVWUDLQWV
WKDQLQQRYDWLRQLQSULYDWHVHFWRURUJDQLVDWLRQV%RWKFRQVWUDLQWVDQGGULYHUV
QHHGWREHXQGHUVWRRGLQRUGHUWRPD[LPLVHLQQRYDWLYHFDSDELOLWLHVLQWKH$36
7KLVVHFWLRQZLOOGHVFULEHWKHSDUWLFXODUIHDWXUHVRISXEOLFVHFWRULQQRYDWLRQ
H[SORUHZKDWIDFWRUVGULYHLQQRYDWLRQVDQGZKDWIDFWRUVDUHDEDUULHUWRLW$
QXPEHURILQLWLDWLYHVDUHWKHQSURSRVHGWRHQFRXUDJHLQQRYDWLRQLQWKH$36
DQGLQSXEOLFVHFWRURUJDQLVDWLRQVJHQHUDOO\
 Public sector  
innovation has different 
drivers and faces 
different constraints than 
innovation in private sector 
organisations.  
False Economies
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Innovation  in  public  sector  organisations
,Q LWV EURDGHVW VHQVH LQQRYDWLRQ LV VLPSO\ µWKH DSSOLFDWLRQ RI QHZ
LGHDV WR SURGXFH EHWWHU RXWFRPHV¶129 VR DQ\ FKDQJH WR DGRSW PRUH
HI¿FLHQW SUDFWLFHV UHTXLUHV VRPH FDSDFLW\ WR LQQRYDWH ,QQRYDWLRQ FDQ
KDYH D QXPEHU RI RXWFRPH JRDOV IRU H[DPSOH LPSURYLQJ HI¿FLHQF\
HIIHFWLYHQHVV SURJUDP FRYHUDJH RU HTXLW\ RI RXWFRPHV EXW KHUH ZH
DUH IRFXVVLQJ RQ LQQRYDWLRQ IRU LQFUHDVHG HI¿FLHQF\ ,QQRYDWLRQV RIWHQ
DULVH RXW RI FROODERUDWLRQV DQG WKLV PHDQV WKDW LW FDQ EH PLVWDNHQO\
DVVXPHG WKDW SXEOLF VHFWRU LQQRYDWLRQ HQWLUHO\ FRQVLVW RI XWLOLVLQJ LQQRYDWLRQ H[SHUWLVH IURP
WKH SULYDWH VHFWRU WKURXJK SDUWQHUVKLSV RU RXWVRXUFLQJ VHUYLFHV :KLOH FROODERUDWLRQ ZLWK  
QRQSXEOLFVHFWRUERGLHVLVLPSRUWDQWLWLVDOVRHVVHQWLDOWRGULYHLQQRYDWLRQZLWKLQWKHSXEOLF
VHFWRU$V VXFK WKLV VHFWLRQ ORRNV DW KRZ WR IDFLOLWDWH LQQRYDWLRQZLWKLQ WKHSXEOLF VHFWRU E\
SXEOLFVHFWRUERGLHV
7REHDEOHWRHQFRXUDJHSXEOLFVHFWRULQQRYDWLRQLWLVLPSRUWDQWWRWDNHQRWHRIWKHGLIIHUHQFHV
EHWZHHQSXEOLFDQGSULYDWHVHFWRUDSSURDFKHV0RVWUHVHDUFKRQLQQRYDWLRQLVLQSULYDWHVHFWRU
FRQWH[WVEXWWKHUHLVDJURZLQJOLWHUDWXUHRQSXEOLFVHFWRULQQRYDWLRQV130,QSDUWLFXODUZRUNE\
6DQGIRUG%RULQVXVLQJVXUYH\VRIHQWUDQWVIRUSXEOLFVHFWRULQQRYDWLRQDZDUGVLVXVHIXOEHFDXVH
WKLVPHWKRGJDWKHUVODUJHVDPSOHVUDWKHUWKDQWKHFDVHVWXG\DSSURDFKRIPRVWUHVHDUFK1317KH
UHVHDUFKGDWDFRPHVIURPDQXPEHURIGLIIHUHQWDZDUGVDFURVVPXOWLSOHMXULVGLFWLRQVDQGWKUHH
NH\¿QGLQJVDUHDSSDUHQW
)LUVWO\SXEOLFVHFWRULQQRYDWLRQLVPRVWFRPPRQO\ERWWRPXSLQQDWXUHRULJLQDWLQJZLWKPLGGOH
PDQDJHPHQW DQG IURQWOLQH VWDII 7RSGRZQ LQQRYDWLRQ IURP DJHQF\ KHDGV RU SROLWLFLDQV LV
UHVSRQVLEOH IRU IHZHURI WKH VWXGLHG LQQRYDWLRQV7KLV FRQWUDVWVZLWKPDQ\SULYDWH FRPSDQLHV
ZKLFKKDYHVHSDUDWHUHVHDUFKDQGGHYHORSPHQWSURFHVVHVDQGSHUVRQQHOWRJHQHUDWHLQQRYDWLRQ
6HFRQGDOWKRXJKLQQRYDWLRQVDUHIUHTXHQWO\ERWWRPXSVXSSRUWIURPWKHWRSLVRIWHQFULWLFDOLQ
WKHLUHYHQWXDOVXFFHVV2WKHU LQYHVWLJDWLRQVKDYHIRXQGWKDWERWWRPXSLQQRYDWLRQVIUHTXHQWO\
UHTXLUH D SROLWLFDO RU PLQLVWHULDO WULJJHU VXFK DV FKDQJHV LQ SROLF\ SULRULWLHV IRU LQQRYDWLRQ
RSSRUWXQLWLHVWREHDFWHGRQ1327KLUGPRVWLQQRYDWLRQVDULVHLQUHVSRQVHWRLQWHUQDOLGHQWL¿FDWLRQV
RI D SUREOHP 7KLV LV D EURDG FDWHJRU\ FRYHULQJ SUREOHPV VXFK DV D IDLOXUH WR UHDFK D WDUJHW
SRSXODWLRQFKDQJLQJHQYLURQPHQWUHVRXUFHVFRQVWUDLQWVDQGODFNRISROLF\FRRUGLQDWLRQ2WKHU
UHVHDUFKKDVDOVRQRWHGWKHSUREOHPGULYHQQDWXUHRISXEOLFVHFWRULQQRYDWLRQ1331RWDOORIWKHVH
SUREOHPVZLOO VSXU LQQRYDWLRQV WKDW LQFUHDVHHI¿FLHQF\EXW LW LV LPSRUWDQW WRQRWH WKDWSXEOLF
VHFWRULQQRYDWLRQJHQHUDOO\RFFXUVLQUHVSRQVHWRDUDQJHRIIDFWRUVQRWDOORIZKLFKDUHSUHVHQW
LQWKHSULYDWHVHFWRU
+DYLQJORRNHGDWZKDWGULYHVSXEOLFVHFWRULQQRYDWLRQLWZLOOEHXVHIXOWRFRQVLGHUWKHIDFWRUVWKDW
PD\DFWDVEDUULHUVWRLQQRYDWLRQ,GHQWLI\LQJEDUULHUVLVQHFHVVDU\LQRUGHUWRFRQVLGHUVWUDWHJLHV
WR HQFRXUDJH LQQRYDWLRQ WKDW UHVSRQG WR WKHVH FKDOOHQJHV $ XVHIXO VXPPDU\ RI UHVHDUFK RQ
EDUULHUVWRLQQRYDWLRQLVSURYLGHGE\WKHUHSRUW3XEOLF6HFWRU,QQRYDWLRQ6KDSLQJWKH)XWXUH
WKURXJK&R&UHDWLRQ134'LIIHUHQWVWXGLHVFDWHJRULVHEDUULHUVLQDYDULHW\RIVWUXFWXUHV+RZHYHU
WZRWKHPHVUXQWKURXJKWKLVERG\RIUHVHDUFKDQRYHUO\ULVNDYHUVHDSSURDFKWDNHQE\SXEOLF
VHFWRURUJDQLVDWLRQVDQGD ODFNRI UHVRXUFHV WLPHDQG IXQGLQJGHYRWHGGLUHFWO\ WR LQQRYDWLRQ
HIIRUWV ,W LVZRUWKZKLOH H[SORULQJERWK WKHVHEDUULHUV LQGHWDLO ,Q HDFK FDVH WKHNH\SRLQW LQ
LGHQWLI\LQJWKHVHEDUULHUVDQGWKHUHDVRQVIRUWKHLUH[LVWHQFHLVWRVHHLQWKHPRSSRUWXQLWLHVIRU
LQYHVWLQJLQVROXWLRQVVRWKDWODVWLQJLPSURYHPHQWVLQHI¿FLHQF\FDQEHDFKLHYHG
 any change to adopt  
more efficient practices 
requires some capacity  
to innovate  
False Economies
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Barriers  to  innovation  –  risk  aversion
$WWHPSWV WR LQQRYDWH LQYROYH ULVN DQG VR LQQRYDWLRQ UHTXLUHV WKH DELOLW\ WR WDNH ULVNV LQ DQ
HIIHFWLYHZD\ 7KLVPHDQV WKDW DQ LQDSSURSULDWHO\ VWURQJ DYHUVLRQ WR ULVN XOWLPDWHO\ GDPDJHV
HI¿FLHQF\:KLOHWKH$36KDVKDGVRPHVXFFHVVHVLQLQQRYDWLRQWKHRYHUULGLQJSHUFHSWLRQLVWKDW
SXEOLFVHUYLFHRUJDQLVDWLRQVDUHQRWKLJKO\LQQRYDWLYHEHFDXVHWKH\DUHRYHUO\ULVNDYHUVH7KLV
LGHDLVIRXQGLQDYDULHW\RIOLWHUDWXUHLQFOXGLQJDFDGHPLFSDSHUVEXVLQHVVUHVHDUFKJRYHUQPHQW
UHSRUWVDQGPHGLDDUWLFOHV135
,WLVLPSRUWDQWWRNHHSLQPLQGWKDWVRPHJRYHUQPHQWDJHQFLHVGXHWRWKHQDWXUHRIWKHLUZRUN
DUH UHTXLUHG WREHKLJKO\ FDXWLRXV DQGDYRLGDQ\ VLJQL¿FDQW HUURU DW DOO7KLVRIWHQDSSOLHV LQ
DUHDV RI UHJXODWRU\ DSSURYDO HJ UHJDUGLQJ WKH VDIHW\ RI QHZPHGLFDWLRQV RU RI NH\ ¿QDQFLDO
LQVWLWXWLRQV+RZHYHURWKHUDUHDVGRQRWKDYHWKLVQHHGIRUORZULVNWROHUDQFHDQGHYHQZKHUHLW
LVUHTXLUHGLWLVVWLOOSRVVLEOHWREHRYHUO\FDXWLRXV
,ILWZHUHWKHFDVHWKDWWKH$36ZDVRYHUO\ULVNDYHUVHWKHQLWZRXOGUHSUHVHQWDEDUULHUWRWKH
LPSURYHPHQWVLQHI¿FLHQF\WKURXJKLQQRYDWLRQWKDWZHH[SHFWRIRXUSXEOLFVHUYLFH,WPD\DIIHFW
WKHDELOLW\WRWULDOQHZPHWKRGVLQWURGXFHHI¿FLHQF\PHDVXUHVVKDUHLQIRUPDWLRQDQGFROODERUDWH
DFURVVDJHQFLHVFROOHFWDQGSXEOLVKLQIRUPDWLRQRSHQO\FRQVXOWDQGH[SORUHLGHDVZLWKH[WHUQDO
VWDNHKROGHUVDQGLPSDFWULVNPDQDJHPHQWUHJXODWLRQDQGFRPSOLDQFH*LYHQWKHEUHDGWKRIDUHDV
WKDWULVNDYHUVLRQSRWHQWLDOO\LPSDFWVLWLVLPSRUWDQWWRDVNWKHIROORZLQJTXHVWLRQV$UHSXEOLF
VHFWRURUJDQLVDWLRQVDQGWKH$36LQSDUWLFXODUULVNDYHUVHWRWKHSRLQWWKDWLWGDPDJHVLQQRYDWLRQ
DQGHI¿FLHQF\",IVRZKDWLVGULYLQJWKLVULVNDYHUVLRQ"&DQULVNDYHUVLRQEHHOLPLQDWHGRULVLW
LQKHUHQWWRWKHVHFWRU"8OWLPDWHO\ZKDWFDQEHGRQHWRHQFRXUDJHHIIHFWLYHDQGDSSURSULDWHULVN
WDNLQJLQWKHSXEOLFVHUYLFH"
$OWKRXJKOLWWOHDFDGHPLFUHVHDUFKKDVEHHQGRQHRQSXEOLFVHUYLFHULVNDYHUVLRQLQ$XVWUDOLDWKHUH
DUHLQWHUQDWLRQDOVWXGLHVWKDWKDYHDWWHPSWHGWRXQGHUVWDQGKRZULVNDYHUVLRQPDQLIHVWVLQWKH
SXEOLFVHUYLFH  $VWXG\LQWKH86$FRQGXFWHGRYHU\HDUVDJRVKRZHGDFRUUHODWLRQEHWZHHQD
PHDVXUHRILQGLYLGXDOULVNDYHUVLRQDQGSXEOLFVHFWRUHPSOR\PHQWWKHVWXG\LQWHUSUHWHGWKLVDV
LQGLFDWLQJWKDWULVNDYHUVHLQGLYLGXDOVZHUHPRUHOLNHO\WRFKRRVHSXEOLFVHFWRUMREV136$UHFHQW
'XWFKVWXG\VXSSRUWVWKLVYLHZE\VKRZLQJWKDWLQGLYLGXDOVHPSOR\HGLQWKHSXEOLFVHFWRUZHUH
OHVVOLNHO\WRWDNHDULVN\RSWLRQWKDQWKRVHLQWKHSULYDWHVHFWRUUHJDUGOHVVRIKRZORQJWKH\KDG
EHHQSDUWRIWKHSXEOLFVHFWRU137
+RZHYHU WZR PRUH UHFHQW VWXGLHV IURP WKH 86$ IRXQG WKDW PDQDJHUV¶ SHUFHSWLRQV RI
RUJDQLVDWLRQDO ULVN DYHUVLRQ ZHUH QRW GLUHFWO\ UHODWHG WR WKH VHFWRU WKDW WKH\ ZHUH LQ EXW WR
IDFWRUVWKDWFRPPRQO\GLIIHUEHWZHHQVHFWRUVVXFKDVPDQDJHULDOWUXVWDQGWKHOHYHOVRIIRUPDO
FRQVWUDLQWRQPDQDJHPHQWDFWLRQV138%R]HPDQDQG.LQJVOH\H[SORUHWKHLVVXHRISXEOLFVHFWRU
ULVNDYHUVLRQLQUHODWLRQWRPDQDJHULDODSSURDFKHV)RUWKHPWKHFDWHJRULVDWLRQRIVHFWRUKDVYHU\
OLWWOHWRGRZLWKDFWXDOULVNDYHUVLRQEXWPRUHWRGRZLWKRUJDQLVDWLRQDOVWUXFWXUHDQGGLUHFWLRQ
RIHPSOR\HHV7KH\SRVLW WKDW WKHUH LVYHU\ OLWWOHGLIIHUHQFH LQWKHZD\WKLQJVFDQEHGRQH LQD
SXEOLFRUSULYDWHRUJDQLVDWLRQ,QVWHDGWKH\DUJXHWKDWWKHSUREOHPVRIULVNDYHUVLRQLQWKHSXEOLF
VHFWRUDUHFDXVHGE\DQRYHUHPSKDVLVRQFRQWUROOLQJHPSOR\HHVDKLJKOHYHORIIRUPDOLVDWLRQDQG
UHGWDSHORZH[SHFWDWLRQVUHJDUGLQJUHZDUGVIRUJRRGZRUNDQGDODFNRIDFOHDURUJDQLVDWLRQDO
JRDO,QRWKHUZRUGVSDUWLFXODUPDQDJHULDOIHDWXUHVGHWHUPLQHWKHOHYHORIULVNDYHUVLRQ$OWKRXJK
WKHVHIHDWXUHVDUHPRUHFRPPRQLQWKHSXEOLFVHFWRULIWKH\DUHDEVHQWWKHUHLVQRUHDVRQIRUWKH
VHFWRUWREHPRUHULVNDYHUVH
$OWKRXJKWKHVWXGLHVGLIIHURQZK\ULVNDYHUVLRQLVFKDUDFWHULVWLFRIWKHVHFWRUDQGLWLVSRVVLEOH
WKDWERWKPDQDJHULDOIHDWXUHVDQGWKHSHUVRQQHODWWUDFWHGDUHPDNLQJDFRQWULEXWLRQDOOVXSSRUW
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WKHQRWLRQWKDWULVNDYHUVLRQLVQRWLQKHUHQWWRWKHVHFWRUVLQFHVWUDWHJLHVWRFKDQJHPDQDJHULDO
FKDUDFWHULVWLFVRUDWWUDFWGLIIHUHQWSHUVRQQHOZRXOGFRXQWHUWKHVHHIIHFWV+RZHYHUWKHVWXGLHV
DJUHHWKDWULVNDYHUVLRQWHQGVWREHVWURQJHULQWKHSXEOLFVHFWRU
,WPD\EHWKDWWKH$36LVRYHUO\ULVNDYHUVHHYHQLQFRPSDULVRQWRRWKHUSXEOLFVHUYLFHVWKRXJK
VXSSRUWLQJ HYLGHQFH LV OLPLWHG 2QH VWXG\ FRPSDUHG GDWD IURP VXUYH\V RI &DQDGLDQ DQG
$XVWUDOLDQSXEOLFVHUYLFHPDQDJHUSHUFHSWLRQVDQGLWWRXFKHVEULHÀ\RQULVNDYHUVHEHKDYLRXUDQG
LQQRYDWLRQ1397KHPDLQGLIIHUHQFHLQWKLVDUHDZDVWKDWDOWKRXJKRI&DQDGLDQUHVSRQGHQWV
WKRXJKW WKDW WKH EDODQFH EHWZHHQ LQQRYDWLRQ DQG ULVN ZDV UHFRJQLVHG E\ VHQLRU VWDII DQG
PDQDJHPHQWRQO\RI$XVWUDOLDQUHVSRQGHQWVWKRXJKWWKDWWKHEDODQFHZDVZHOOXQGHUVWRRG
6RPH )HGHUDO *RYHUQPHQW UHSRUWV KDYH SURYLGHG HYLGHQFH RI DQ RYHUO\
ULVNDYHUVHWHQGHQF\$VHULHVRIUHSRUWVRQWKHFDSDELOLW\RIPDMRUDJHQFLHV
LQ WKH $36 LQFOXGH DVVHVVPHQWV RI LQQRYDWLRQ WKDW VSHFL¿FDOO\ DGGUHVV
ZKHWKHUDQHIIHFWLYHDSSURDFKWRZDUGVULVNPDQDJHPHQWLVSUHVHQW:KLOH
WKH 'HSDUWPHQW RI 3ULPH 0LQLVWHU DQG &DELQHW140 DQG WKH 'HSDUWPHQW
RI ,QIUDVWUXFWXUH DQG 7UDQVSRUW141 ZHUH DVVHVVHG DV SHUIRUPLQJ ZHOO RQ
LQQRYDWLRQ WKH'HSDUWPHQWRI ,PPLJUDWLRQDQG&LWL]HQVKLS ',$&142 WKH
'HSDUWPHQWRI+XPDQ6HUYLFHV143DQGWKH$XVWUDOLDQ&XVWRPVDQG%RUGHU
3URWHFWLRQ 6HUYLFH144 ZHUH DOO MXGJHG WR EH RYHUO\ ULVN DYHUVH $OVR LQ WKH
6WDWHRIWKH6HUYLFH5HSRUWRIDURXQGUHVSRQGHQWV
WRLWV(PSOR\HH6XUYH\UHSRUWHGWKHUHZDVDQµXQZLOOLQJQHVVRIPDQDJHUVWR
WDNHULVNV¶LQUHODWLRQWREULQJLQJDERXWLQQRYDWLRQ145
2QH UHFHQW H[DPSOH RI SXEOLF VHFWRU ULVN DYHUVLRQ LV VHHQ LQ WKH RQJRLQJ
VWUXJJOH IDFHG E\ WKH $36 WR WULDO ZD\V RI LPSOHPHQWLQJ QHZPHWKRGV RI
FRPPXQLFDWLRQ LQWR LWV DJHQFLHV XVLQJ ZHE WHFKQRORJLHV ,Q  WKH
(QJDJH*HWWLQJRQZLWK*RYHUQPHQWUHSRUWQRWHGµWKHWDVNIRUFHEHOLHYHVWKDWWKHH[LVWLQJ
FXOWXUHRI WKH$36IRFXVHVRQRQOLQHHQJDJHPHQWDVDULVNUDWKHU WKDQDEHQH¿W¶146'HVSLWHDQ
$XVWUDOLDQ 3XEOLF 6HUYLFH &RPPLVVLRQ $36& HGLFW WR XSGDWH LWV RQOLQH SURFHGXUHV147  media  
UHSRUWVVWLOOKLJKOLJKWWKHGLI¿FXOW\IDFHGE\SXEOLFVHUYDQWVLQHIIHFWLYHO\XVLQJVRFLDOPHGLDWR
HQJDJHZLWKWKHFRPPXQLW\EHFDXVHRIDFXOWXUHRIULVNDYHUVLRQ148$QGUH0X\V¶VXEPLVVLRQWR
WKH*RYHUQPHQWUHSRUWGHWDLOHGWKHµFRQVWDQWIHDURIFULWLFLVPDQGUHEXNH¶WKDWJRYHUQPHQW
HPSOR\HHVH[SHULHQFHZKLOHGUDIWLQJRULPSOHPHQWLQJQHZSROLF\+HVXJJHVWHGWKHUHQHHGVWREH
URRPIRUIDLOXUHRUWKHJRYHUQPHQWULVNVORVLQJHPSOR\HHVWRRSHUDWLRQDOSDUDO\VLV1497KLVULVN
DYHUVLRQLVDIIHFWLQJWKHZD\QHZLQIRUPDWLRQWHFKQRORJLHVDUHEHLQJLQFRUSRUDWHGLQWRWKH$36
7KLVLVDOVRDQH[DPSOHRIWKHGLVFRQQHFWEHWZHHQWKHJRYHUQPHQW¶VVWUDWHJLHVWRLQQRYDWHXVLQJ
WHFKQRORJLHV WKDWZLOOKDYHHI¿FLHQF\EHQH¿WVDQGWKHVWDOOLQJRI WKHVH LQQRYDWLRQVGXH WRULVN
DYHUVLRQ
*LYHQWKHHYLGHQFHWKDWDWOHDVWVRPHDUHDVRIWKH$36DUHRYHUO\ULVNDYHUVHLWLVLPSRUWDQWWR
FRQVLGHUWKHIDFWRUVWKDWPD\EHGULYLQJWKLVVRWKDWWKHLVVXHVFDQEHDQDO\VHGDQGUHVSRQVHVFDQ
EHGHYHORSHGWRPLQLPLVHWKHPDVSUREOHPV$QXPEHURIIDFWRUVKDYHEHHQVXJJHVWHGDVKDYLQJ
DUROHLQULVNDYHUVLRQLQSXEOLFVHUYLFH7KH\LQFOXGHLQSDUWLFXODU
» Culture 5LVN DYHUVLRQ KDV EHHQ GHVFULEHG DV HPHUJLQJ RXW RI DQ RUJDQLVDWLRQ¶V
FXOWXUH150,IDQRUJDQLVDWLRQDWWHPSWVWRLQWURGXFHQHZVWUDWHJLHVWKDWDUHDWRGGVZLWK
WKHRUJDQLVDWLRQ¶VFXOWXUHWKHVWUDWHJLHVDUHXQOLNHO\WRVWLFN2ULQZRUGVDWWULEXWHGWR
PDQDJHPHQWJXUX3HWHU'UXFNHUµFXOWXUHHDWVVWUDWHJ\IRUEUHDNIDVW¶151
» Incentives$QRWKHULVVXHLVWKHODFNRIUHZDUGIRUSXEOLFVHUYLFHZRUNHUVWRSXWWKHPVHOYHV
RQ WKH OLQH DQG DWWHPSW WR VXJJHVW DQG LPSOHPHQW LQQRYDWLYH LGHDV152:KHUHDVPDQ\
 risk aversion is not 
inherent to the sector… 
However, the studies  
agree that risk aversion 
tends to be stronger in  
the public sector 
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SULYDWHVHFWRURUJDQLVDWLRQVH[SHFW OHVVWKDQDVXFFHVVUDWHIRUQHZSURGXFWVDQG
SURFHVVHVDQGGHVLJQWKHLUVWUDWHJLHVDFFRUGLQJO\WKLVLVOHVVFRPPRQLQSXEOLFVHUYLFHV
,QVWHDGWKHUHDUHRIWHQKDUPIXOHIIHFWVRQDSXEOLFVHUYDQW¶VFDUHHULIDQ\RQHLQQRYDWLRQ
IDLOVDQGEHFRPHVWKHVXEMHFWRIPHGLDDQGRSSRVLWLRQDWWHQWLRQ153
» Leadership,WLVFULWLFDOWKDWOHDGHUVLQWKH$36VXSSRUWDQGGHPRQVWUDWHLQQRYDWLRQ154  
,IPDQDJHUVLQWKH$36GRQRWWDNHULVNVWRLQQRYDWHWKHQWKHLUHPSOR\HHVDUHYHU\XQOLNHO\
WRGRVR1557KHFOHDUEDFNLQJRIVHQLRUPDQDJHUVLVFUXFLDO156  
» Hierarchy/RQJKLHUDUFKLFDOUHSRUWLQJFKDLQVEHFRPHDVULVNDYHUVHDV WKHPRVWULVN
DYHUVHDFWRULQWKHFKDLQ7KLVSURFHVVFDXVHVWLPHGHOD\VDQGFUHDWHVDGLVFRQQHFWLRQIRU
VWDIIZKRPRIWHQORVHWKHPRWLYDWLRQWRNHHSSXWWLQJIRUZDUGLGHDV7KLVLVNQRZQZLWKLQ
WKHLQWHUQDOFLUFOHVRIWKH$36DVµGHDWKWKURXJKIUXVWUDWLRQ¶157
» Inhibited   idea   communication 5HPDLQLQJ DSROLWLFDO LV DQ LPSRUWDQW IDFHW RI DQ
HIIHFWLYH SXEOLF VHUYLFH LQGHHG LW LV HQVKULQHG LQ OHJLVODWLRQ158 +RZHYHU LW KDV EHHQ
VXJJHVWHG WKDW HIIRUWV WR UHPDLQDSROLWLFDO JR WRR IDUDQG LQKLELW WKH H[FKDQJHRI LGHDV
DPRQJVW SXEOLF VHUYDQWV159 7KH ULVN WKDW SURSRVLQJ QHZ LQLWLDWLYHV ZLOO EH LQWHUSUHWHG
E\WKHPHGLDDVDFULWLFLVPRIFXUUHQWJRYHUQPHQWSROLF\KLQGHUVWKH IUHHÀRZRI LGHDV
HVVHQWLDOWRLQQRYDWLRQ
» Political  micro-­management2QH$36HPSOR\HHGHVFULEHGULVNDYHUVLRQDV
   :H¶OOLW¶VVRUWRIGULOOHGLQWR«HYHU\VRUWRISXEOLFVHUYDQWVPLQGIURPGD\RQH«LW¶VEHFDXVH
WKHUHLVVXFKDQRYHUDUFKLQJUHVSRQVLELOLW\DURXQGDFFRXQWDELOLW\WUDQVSDUHQF\SURSHU
XVHRIWD[SD\HUPRQH\WKDW«ZH¶UHDOOD'DLO\7HOHJUDSKKHDGOLQHDZD\IURPGLVDVWHU«
VRWKHUH¶VDGLVFRQQHFWEHWZHHQWKHUKHWRULFDQGWKHUHDOLW\DQGXQWLOVXFKWLPHDVSHRSOH
make  mistakes   and   the   government   is   seen   to   be   supporting   those   people  who  make  
PLVWDNHVWKHQWKH$36ZLOOFRQWLQXHWREHDELWULVNDYHUVH160
,IPLQLVWHUV DQG WKHLU RI¿FHV DUH DFWLYHO\PLFURPDQDJLQJ WKH $36 LQ HYHU\ VHFWRU DQG HYHU\
SURJUDP WKH\EHFRPHGLUHFWO\ UHVSRQVLEOH IRUHYHU\RXWFRPH7KLVPHDQV WKHSROLWLFDO ULVNRI
SURJUDPV LVPDJQL¿HGDQG VKHHWHGKRPH WR WKHPLQLVWHU:KHQ WKH VXFFHVVHVRI JRYHUQPHQW
DFWLRQV DUH LJQRUHG DQG WKH IDLOXUHV VWURQJO\ SXQLVKHG LW FUHDWHV D ULVN DYHUVH HQYLURQPHQW
0LQLVWHUVZLOO IDFH WKH WHPSWDWLRQ WRDYRLG WKH ULVNV LQYROYHG LQDQ\ LQQRYDWLRQ UHJDUGOHVVRI
LWVRYHUDOOEHQH¿WEHFDXVHWKHUHLVXQOLNHO\WREHDQ\SROLWLFDOEHQH¿WWRWKHP7KLVFDQDOVREH
VHHQ LQ H[DPSOHV RIPLQLVWHUV¶ LQYROYHPHQW LQ UHJXODWRU\ DFWLYLW\ZKHUH D WHQGHQF\KDV EHHQ
QRWHG IRU PLQLVWHUV WR LQWHUYHQH LQ ZD\V LQFRQVLVWHQW ZLWK UHJXODWRU\ DJHQFLHV¶ ULVN EDVHG
DSSURDFKHVPRGLI\LQJ UHJXODWLRQV EDVHG RQSDUWLFXODU SROLWLFDO FLUFXPVWDQFHVZLWKRXW UHJDUG
IRUWKHULVNPDQDJHPHQWDSSURDFKRIWKHUHJXODWRU161$QH[DPSOHRIWKLVZDVWKH&RPPRQZHDOWK
3DUOLDPHQW¶VRYHUULGLQJRIWKH$XVWUDOLDQ)LVKHULHV0DQDJHPHQW$XWKRULW\$)0$RQWKHLVVXH
RIWKHAbel  TasmanµVXSHUWUDZOHU¶,QWKLVFDVHWKHVFLHQWL¿FULVNDVVHVVPHQWRIWKH$)0$ZDV
WKDWWKHYHVVHOZRXOGEHZLWKLQVXVWDLQDEOHOLPLWVIRUWKH¿VKHU\LILWFRPSOLHGZLWKDFDWFKTXRWD
DVVLJQHGWRLW7KLVZDVRYHUWXUQHGGXHWRDSROLWLFDOGHFLVLRQWRDGGUHVVWKHODUJHSXEOLFRXWFU\
DERXWWKHVL]HRIWKHYHVVHO7KXVDSHUPLVVLYHDSSURDFKE\WKHUHJXODWRURQWKHNLQGVRIYHVVHOV
WREHJLYHQOLFHQFHVZDVFKDQJHGWRDEDQRQµVXSHUWUDZOHUV¶7KHUHLVGLVDJUHHPHQWRYHUZKHWKHU
WKHVFLHQWL¿FHYLGHQFHZDVVXI¿FLHQWWRVXSSRUW$)0$¶VULVNDVVHVVPHQW162EXWUHJDUGOHVVRIWKLV
WKHFDVHUHSUHVHQWVDFOHDUH[DPSOHRIDPRUHULVNDYHUVHSRVLWLRQEHLQJLPSRVHGRQWKHUHJXODWRU\
ERG\E\HOHFWHGUHSUHVHQWDWLYHV
,W LV LQWHUHVWLQJ WRQRWH WKDWZLWK WKH H[FHSWLRQRI WKH WZR IDFWRUV JHQHUDWHGE\ WKHSROLWLFDO
HQYLURQPHQWDOORIWKHVHFDQDOVREHSUHVHQWLQSULYDWHVHFWRURUJDQLVDWLRQV,WPD\EHWKDWLQ
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RYHUO\ULVNDYHUVHSXEOLFVHUYLFHRUJDQLVDWLRQVWKHVDPHIDFWRUVH[LVWLQJLQWKHSULYDWHVHFWRUDUH
VLPSO\SUHVHQWWRDJUHDWHUGHJUHH+RZHYHUDQDOWHUQDWLYHSRVVLELOLW\LVWKDWLWLVWKHSROLWLFDO
HQYLURQPHQWWKDWLVODUJHO\UHVSRQVLEOHIRULQFUHDVHGULVNDYHUVLRQLQWKHSXEOLFVHUYLFH
,Q DOO FDVHV DZDUHQHVV RI WKHVH SUREOHPV DQG DSSURSULDWH LQYHVWPHQWV LQ UHVSRQVHV XVXDOO\
SURGXFHYDOXDEOHVROXWLRQVWKDWZLOOHQKDQFHLQQRYDWLRQWRZDUGVHI¿FLHQF\,WPLJKWEHWKRXJKW
WKDWWKHLQFHQWLYHWRLQYHVWLQPXFKQHHGHGFKDQJHVLQFUHDVHVLIWKHSXEOLFVHUYLFHIDFHVJUHDWHU
DXVWHULW\+RZHYHULQQRYDWLRQUHVHDUFKDQGFKDQJHPDQDJHPHQWDUHRIWHQWKH¿UVWWKLQJVWR
EH FXW LQ WLPHV RI DXVWHULW\ EHFDXVH WKH SROLWLFDO LPSHUDWLYH UHPDLQV WR
HPSKDVLVH WKH FRQWLQXDWLRQ RI IURQWOLQH VHUYLFHV ZKLOH FXWWLQJ WKH µEDFN
RI¿FH¶7KLVEULQJVXVWRDQRWKHUPDMRUEDUULHUWRWKHSXUVXLWRISXEOLFVHUYLFH
HI¿FLHQF\WKURXJKLQQRYDWLRQ±WKHODFNRIUHVRXUFHVDSSOLHGWRWKHWDVN
Barriers  to  innovation  –  lack  of  resources
7KHUHVHDUFKRQSXEOLFVHFWRULQQRYDWLRQLQGLFDWHVWKDWODFNRIUHVRXUFHVFDQ
VRPHWLPHVEHDSUREOHPWKDWVSXUVLQQRYDWLRQ163+RZHYHUODFNRIUHVRXUFHV
LVIDUPRUHOLNHO\WRDFWDVDEDUULHUWRLQQRYDWLRQ,QVXUYH\VRQSXEOLFVHFWRU
LQQRYDWLRQ DZDUG HQWUDQWV D ODFN RI UHVRXUFHV ZDV WKH PRVW FRPPRQO\
LGHQWL¿HGREVWDFOH WR LQQRYDWLRQ164 ,QDGGLWLRQ LWKDVEHHQIRXQGWREHE\
IDUWKHPRVWGLI¿FXOWREVWDFOHWRRYHUFRPH2QHVWXG\LQWKH86$PHDVXUHG
WKHVXFFHVVUDWHRIWKHSXEOLFVHUYLFHLQRYHUFRPLQJREVWDFOHVDQGIRXQGLW
WREHRQDYHUDJH7KHVXFFHVVUDWHIRURYHUFRPLQJWKHVSHFL¿FREVWDFOH
RIDODFNRIUHVRXUFHVKRZHYHUZDVPXFKORZHUWKDQWKHDYHUDJHDW165  
7KLVPHDQVWKDWIRUDOPRVWHYHU\RWKHUREVWDFOHWKHPDMRULW\RILQQRYDWLRQVRYHUFDPHLWEXWIRXU
RXWRI¿YHLQQRYDWLRQVFRQWLQXHGWREHQHJDWLYHO\DIIHFWHGE\DODFNRIUHVRXUFHV$QDO\VLVRIWKH
DWWHPSWVWR¿QGIXQGLQJVKRZWKDWPRVWIXQGLQJREWDLQHGZDVVKRUWWHUP
,Q DGGLWLRQ WKH XQLIRUP DQG LQGLVFULPLQDWH PHDQV E\ ZKLFK $36 UHVRXUFHV DUH IUHTXHQWO\
UHGXFHG VXFK DV WKURXJK WKH (I¿FLHQF\ 'LYLGHQG DQG RWKHU DFURVVWKHERDUG FXWV RU KLULQJ
IUHH]HVDUHSRRUO\DOLJQHGZLWK WKHG\QDPLFVRI LQQRYDWLRQ1667KH(I¿FLHQF\'LYLGHQG IDLOV WR
WDNHLQWRDFFRXQWWKHUHDOLW\WKDWRSSRUWXQLWLHVWRLQQRYDWHPD\YDU\ZLGHO\IURP\HDUWR\HDU±LW
LVDSSOLHGHTXDOO\LQ\HDUVZKHUHPDMRUQHZUHOHYDQWWHFKQRORJLHVDUHDYDLODEOHDVZKHQWKH\DUH
QRW$OVRSURGXFWLYLW\GXULQJDVXFFHVVIXOLQQRYDWLRQPD\LQLWLDOO\GLSZLWKWKHLQWURGXFWLRQRIWKH
LQQRYDWLRQDVSHUVRQQHOEHFRPHIDPLOLDUZLWKDQHZZD\RIRSHUDWLQJ/DWHUDVVNLOOVLPSURYH
WKHDGYDQWDJHVRIWKHLQQRYDWLRQEHFRPHDSSDUHQWDQGSURGXFWLYLW\JRHVXSWROHYHOVKLJKHUWKDQ
EHIRUHWKHLQWURGXFWLRQRIWKLVLQQRYDWLRQ%HFDXVHWKH(I¿FLHQF\'LYLGHQGWDNHVWKHµGLYLGHQG¶
RXWRIDJHQF\EXGJHWV¿UVWDQGWKHQOHDYHVWKHSXEOLFVHUYLFHWRLPSOHPHQWLQQRYDWLRQVWRFRYHU
WKHORVVHPEDUNLQJRQDQLQQRYDWLRQPHDQVVXIIHULQJDORVVRISURGXFWLYLW\ZKHQUHVRXUFHVDUH
DOUHDG\VWUHWFKHG
)RUWKHVHUHDVRQVUHVRXUFHFRQVWUDLQWVQHHGWREHFRQVLGHUHGDVLJQL¿FDQWSRWHQWLDOEDUULHUWR
LQQRYDWLRQLQWKH$36DQGWKHUHE\DSRVVLEOHFDXVHRILQHI¿FLHQF\GXHWRODFNRILQQRYDWLRQ
Driving  innovation  in  public  sector  organisations
$ QXPEHU RI SRWHQWLDO UHIRUPV WR LQFUHDVH LQQRYDWLRQ LQ WKH $36 LQFOXGLQJ LQQRYDWLRQV IRU
LQFUHDVHG HI¿FLHQF\ DUH VXJJHVWHG E\ WKH DERYH GLVFXVVLRQ :LWK WKH H[FHSWLRQ RI DGHTXDWH
UHVRXUFLQJWKHVHPRVWRIWHQSRLQWWRWKHQHHGIRUVLJQL¿FDQWFKDQJHVLQWKHZD\WKDWWKH$36KDV
EHHQRUJDQLVHGDQGOHG
 When the successes  
of government actions  
are ignored and the 
failures strongly punished 
it creates a risk averse 
environment.  
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&URVVDJHQF\LQQRYDWLRQWHDPV
6RPHVWXGLHVGLVFXVVHGDERYHLQGLFDWHWKDWSXEOLFVHUYLFHRUJDQLVDWLRQVPD\DWWUDFWLQGLYLGXDOV
ZKR WHQG WR EH PRUH ULVN DYHUVH ,I WKLV LV WKH FDVH WKHQ HQFRXUDJLQJ LQQRYDWLRQ PLJKW EH
DFKLHYHGE\SXOOLQJWRJHWKHUWHDPVRIWKRVHSXEOLFVHUYDQWVZKRDUHPRUHULVNWROHUDQW&URVV
DJHQF\LQQRYDWLRQWHDPVPDGHXSRIYROXQWHHUVVHFRQGHGWRWKHLQLWLDWLYHZRXOGEHDJRRGZD\RI
GUDZLQJWRJHWKHUWKRVHSXEOLFVHUYDQWVZLWKDQDSSHWLWHIRULQQRYDWLRQDQGULVN7KH\ZRXOGDOVR
SXOOWRJHWKHUNQRZOHGJHIURPGLIIHUHQWDUHDVRIWKH$36LQFUHDVLQJWKHFKDQFHVWKDWLQWHJUDWHG
LQQRYDWLRQVFDQEHGHYLVHGDQGLPSOHPHQWHG
$ JRRG H[DPSOH RI FURVVDJHQF\ WHDPV IDFLOLWDWLQJ LQQRYDWLRQ WKRXJK QRW QHFHVVDULO\ ZLGHO\
UHFRJQLVHG DV VXFK LV WKH 6XVSHFWHG &KLOG $EXVH DQG1HJOHFW 6&$1 WHDPV WKDW RSHUDWH LQ
4XHHQVODQG 6&$1 WHDPV FRQVLVW RI SURIHVVLRQDOV IURP VWDWXWRU\ DQG QRQVWDWXWRU\ ERGLHV
LQYROYHGLQFKLOGSURWHFWLRQ7KH\PHHWUHJXODUO\DQGDUHDIRUPDOIRUXPIRUPXOWLGLVFLSOLQDU\
FRQVXOWDWLRQ1677KHSXUSRVHRI WKH WHDPV LV WR HQVXUHD FRRUGLQDWHGDQGHIIHFWLYHDSSURDFK LV
WDNHQ E\ UHOHYDQW ERGLHV WR QRWL¿FDWLRQV RI DEXVH RU QHJOHFW+RZHYHU WKHUH LV HYLGHQFH WKDW
WKHVHWHDPVDOVRSURPRWHWKHLPSOHPHQWDWLRQRIQHZVHUYLFHGHOLYHU\SUDFWLFHVZKLFKLVDIRUPRI
LQQRYDWLRQ1687KHUHVHDUFKVXJJHVWVWKDWFURVVDJHQF\WHDPVKDYHWKLVHIIHFWEHFDXVHWKH\KDYHD
QXPEHURIIHDWXUHVWKDWPDNHPRYHVWRQHZSUDFWLFHVPRUHOLNHO\VXFKDVSURYLGLQJDQHZVHWWLQJ
WKDWFDQµXQIUHH]H¶ROGDWWLWXGHVDQGEHKDYLRXUV*LYHQWKLVHYLGHQFHLWVHHPVOLNHO\WKDWFURVV
DJHQF\WHDPVVHWXSWRSXUVXHLQQRYDWLRQVZRXOGEHDKLJKO\HIIHFWLYHZD\RIERRVWLQJLQQRYDWLRQ
7KLV SURSRVHG PHDQV RI IDFLOLWDWLQJ LQQRYDWLRQ LV VOLJKWO\ GLIIHUHQW IURP WHDPV OLNH WKH *RY
WDVNIRUFH169DQGGHVLJQJRY1707KRVHWHDPVZHUHVHWXSWRIDFLOLWDWHLQQRYDWLRQHOVHZKHUHLQ
WKHSXEOLFVHUYLFH WKHLUSXUSRVH LV WRGUDZRXW LQQRYDWLYH LGHDVDQGSURYLGHVXSSRUW WR WKRVH
LPSOHPHQWLQJ WKHP 7KH FURVVDJHQF\ WHDPV HQYLVLRQHG KHUH DUH PDGH
XS RI SXEOLF VHUYDQWV LQYROYHG LQ DQ DUHD RI VHUYLFH GHOLYHU\5DWKHU WKDQ
EHLQJDVXSSRUWPHFKDQLVPWRHQDEOHRWKHUVWRLQQRYDWHWKHVHWHDPVZRXOG
JHQHUDWH WKH LQQRYDWLRQV DQG EH GLUHFWO\ LQYROYHG LQ LPSOHPHQWLQJ WKHP
7KH6&$1WHDPVH[DPSOHDERYHVKRZVKRZFURVVDJHQF\WHDPVWHQGWREH
PRUH LQQRYDWLYHHYHQZKHQ WKH WHDPVZHUHQRWVSHFL¿FDOO\VHWXS IRU WKH
SXUSRVHRIGULYLQJLQQRYDWLRQ7KHVHFURVVDJHQF\WHDPVZRXOGKDYHGULYLQJ
LQQRYDWLRQLQVHUYLFHGHOLYHU\DVWKHLUH[SOLFLWJRDO
7RSOHYHOIDFLOLWDWLRQRIERWWRPXSLQQRYDWLRQV
$V UHVHDUFK LQGLFDWHV WKDW WKH PDMRULW\ RI SXEOLF VHFWRU LQQRYDWLRQV DUH
LQLWLDWHGE\PLGGOHPDQDJHPHQWDQGIURQWOLQHSXEOLFVHUYDQWVEXWUHTXLUH
WRSOHYHOVXSSRUW WKLV LPSOLHV WKDWSURJUDPVZKHUHERWWRPXS LQQRYDWLRQ
LV IDFLOLWDWHG E\ WRSOHYHO DFWLRQV ZRXOG EH EHQH¿FLDO $Q H[DPSOH RI WKLV
LV FUHDWLQJ D ZLQGRZ IRU LQQRYDWLRQ E\ WKH WHPSRUDU\ DGRSWLRQ RI PRUH
SHUPLVVLYH VWDQGDUGV WKDW JRYHUQ DVSHFWV RI SXEOLF VHUYLFH RSHUDWLRQV 7KLV DOORZV JURXSV RI
IURQWOLQHSXEOLFVHUYDQWVWRH[SHULPHQWZLWKQHZDSSURDFKHVZKLFKFDQWKHQEHXVHGWRLQIRUP
WKH FUHDWLRQ RI QHZ VWDQGDUGV$Q H[DPSOH RI WKLVZDV LPSOHPHQWHG LQ WKH8. IRU VWDQGDUGV
JRYHUQLQJGLDEHWHVHGXFDWLRQ$VDUHVXOWDQHZDSSURDFKWR WKHWUHDWPHQWRI W\SHGLDEHWHV
ZDVGHYHORSHGRYHUE\DGLDEHWHVFDUHXQLWLQ6DOIRUG1717KLVZDVDPRYHDZD\IURP
DWUDGLWLRQDOKHDOWKFDUHPRGHOZKHUHDQHQWLUHO\SDVVLYHSDWLHQWVLPSO\DFFHSWVWKHGHFLVLRQVDQG
FRPSOLHVZLWKWKHLQVWUXFWLRQVRIWKHKHDOWKFDUHSURIHVVLRQDOWRDSDWLHQWFHQWUHGDSSURDFKWKDW
GHOLYHUHGVXEVWDQWLDOLQFUHDVHVLQWKHFOLQLFDOEHQH¿WVRIWUHDWPHQW
/RZULVNDSSURDFKWRSLORWSURJUDPV
7KHHYLGHQFHWKDWDQRYHUO\ULVNDYHUVHDSSURDFKPD\EHSUHVHQWLQWKH$36VXJJHVWVWKDWVWUDWHJLHV
 The significance of lack 
of resources as a barrier 
to innovation means 
that a fund to provide 
investments in innovation 
might be advantageous 
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WR UHGXFH WKH ULVNV LQYROYHG LQ LQQRYDWLRQVDUHQHHGHG2QHZD\RIDFKLHYLQJ WKLV LVDGRSWLQJ
PHDVXUHV UHGXFLQJ WKHSROLWLFDO ULVNV RI LQQRYDWLRQ VXFK DV UXQQLQJPXOWLSOH SLORW SURJUDPV
5XQQLQJPXOWLSOHSLORWSURJUDPVVLPXOWDQHRXVO\UHGXFHV WKHULVN WKDWDSLORWSURJUDPZLOOEH
VHHQ WRKDYH µIDLOHG¶ LI LW LVQRW DGRSWHG ,IPXOWLSOH WULDOV DUH VHWXSZLWK WKH VWDWHG LQWHQWLRQ
RI WDNLQJRQEHVW SUDFWLFH WKHQ WULDOVQRW DGRSWHGKDYHQRW IDLOHG WKH\ DUH VLPSO\SDUW RI DQ
HYLGHQFHEDVHGSURFHVVRIDUULYLQJDWEHVWSUDFWLFH
2IFRXUVHZKLOHSLORWSURJUDPVFDQEHYHU\XVHIXOWKH\FDQEHFULWLFLVHGDVDSROLWLFDOWRROWRPDNH
LWORRNDVWKRXJKDFWLRQLVEHLQJWDNHQZKHQLQIDFWLWLVQRW3LORWSURJUDPVQHHGWRKDYHUREXVW
DQGFDUHIXOO\DGPLQLVWHUHGHYDOXDWLRQV7KLVLVWRHQVXUHPHGLRFUHSURJUDPVGRQRWSURJUHVVLQWR
ORQJWHUPSROLF\µVROXWLRQV¶DQGWKDWVXFFHVVIXOSURJUDPPHVDUHDSSURSULDWHO\UH¿QHGVFDOHGXS
DQGDFKLHYHIXOOLPSOHPHQWDWLRQ7KLVPD\VHHPOLNHDQREYLRXVSRLQWEXWLWLVWRRRIWHQLJQRUHG
LQSUDFWLFH172
Innovation  awards  and  recognition
,Q DGGLWLRQ WR UHGXFLQJ ULVN LQFHQWLYH VFKHPHV FRXOG EH GHYLVHG WR UHZDUG LQQRYDWLRQ DQG
FRXQWHU ULVN DYHUVH RUJDQLVDWLRQDO FXOWXUH 7KH SUHVWLJH DWWDFKHG WR VXFK DZDUGV ZRXOG EH D
PRWLYDWRULQLWVHOIDVZHOODVSURYLGLQJFDUHHUDGYDQWDJHVVXFKDVLQFUHDVHGFKDQFHRISURPRWLRQ
,QQRYDWLRQDZDUGVH[LVWLQPDQ\SXEOLFVHUYLFHRUJDQLVDWLRQVLQFOXGLQJWKH$36EXWPRUHZRUN
LVUHTXLUHGWRHQVXUHWKH\DUHIXOO\HIIHFWLYH7KHUHDUHVWURQJWKHRUHWLFDOUHDVRQVWRWKLQNWKDW
LQQRYDWLRQDZDUGVFDQEHKLJKO\HIIHFWLYHEXWHPSLULFDO HYLGHQFHRQ WKHLUHIIHFWV LV ODFNLQJ173  
1HYHUWKHOHVVZLGHVSUHDGXVHRIVXFKDZDUGVDFURVVPXOWLSOHMXULVGLFWLRQVLQGLFDWHVFRQ¿GHQFH
LQWKHLUHIIHFWLYHQHVVE\VHQLRUSXEOLFVHUYDQWV)XUWKHUUHVHDUFKLVQHFHVVDU\WRGHYHORSDJRRG
XQGHUVWDQGLQJRIWKHRSWLPDOIHDWXUHVDZDUGVVKRXOGKDYHWRHQFRXUDJHLQQRYDWLRQ)RUH[DPSOH
KRZZLQQHUVDUHSXEOLFLVHGWKHFRPSRVLWLRQRIWKHMXGJLQJSDQHODQGZKDWWKHDZDUGLWVHOILV174  
,QQRYDWLRQLQYHVWPHQWV
7KH VLJQL¿FDQFH RI ODFN RI UHVRXUFHV DV D EDUULHU WR LQQRYDWLRQPHDQV WKDW D IXQG WR SURYLGH
LQYHVWPHQWVLQLQQRYDWLRQPLJKWEHDGYDQWDJHRXVHVSHFLDOO\DWDWLPHZKHUHDJHQF\EXGJHWVDUH
EHLQJUHGXFHG%\VHWWLQJDVLGHIXQGLQJVSHFL¿FDOO\WKHJRYHUQPHQWFDQHQFRXUDJHGHSDUWPHQWV
WR IHHOPRUHVHFXUH LQVXEPLWWLQJ LGHDV IRU LQQRYDWLRQ2QHVXFK LQLWLDWLYH WKH,QYHVW WR6DYH
Budget  ,6%ZDVD8.LGHDWKDWLPSOHPHQWHGVRPHZKROHRIJRYHUQPHQWDSSURDFKHVUHIHUUHG
WRLQWKH8.DVµMRLQHGXSJRYHUQPHQW¶,6%JDYHPRQH\WRLQLWLDOO\IXQGSURJUDPVWKDWVKRZHG
SURPLVHDQGWRHQFRXUDJHGLIIHUHQWDJHQFLHVWRFROODERUDWHDQGWDNHULVNVRQLQQRYDWLRQVZLWKRXW
XQGHUWDNLQJWRRPXFKRIWKHLQLWLDOULVNWKHPVHOYHV175:KDWWKHIXQGDOVRGLGLVFDSWXUHDQGVKDUH
LQIRUPDWLRQRQSUREOHPVWKDWSURJUDPVIDFHDQGLQWKLVZD\LWVRXJKWWRHGXFDWHRWKHUDJHQFLHV
RQKRZQRWWRPDNHVLPLODUPLVWDNHV7KHIXQGZKLFKFDQEHFRPSDUHGWRYHQWXUHFDSLWDOEHFDXVH
LWLVDVSHFLDOSRRORIPRQH\WKDWLVXVHGWRWHVWRXWSURMHFWVUHSRUWHGPDQ\VXFFHVVHV2QHVXFK
ZDVWKH/LIH(YHQWV$FFHVV3URMHFW/($3ZKLFKDLPHGWRSURYLGHLPSURYHGDFFHVVWRVHUYLFHVDW
DVLQJOHSRLQWWKURXJKDVWUXFWXUHOLQNLQJVHUYLFHVWRHOHYHQOLIHHYHQWV)RUH[DPSOHWKHµFKDQJLQJ
HPSOR\PHQWVWDWXV¶OLIHHYHQWSURYLGHVDFFHVVWRLQIRUPDWLRQRQDVVLVWDQFHZLWKMREVHHNLQJDV
ZHOODVLQIRUPDWLRQRQWKHEHQH¿WVDYDLODEOHZKLOHXQHPSOR\HG7KHHVWLPDWHGVDYLQJVRIWKH
PLOOLRQSURMHFWZHUHPLOOLRQ176
6LPLODUSURJUDPVDOVRH[LVWLQWKH86$VXFKDVWKH)HGHUDO'HSDUWPHQWRI(GXFDWLRQ¶VInvesting  
LQ ,QQRYDWLRQ )XQG &RPSHWLWLYH *UDQW 3URJUDP DQG 1HZ <RUN &LW\¶V &HQWHU IRU (FRQRPLF
2SSRUWXQLW\177,WLVZRUWKQRWLQJWKDWPDQ\SULYDWHVHFWRURUJDQLVDWLRQVKDYHVSHFL¿FUHVHDUFKWHDPV
DQGGHGLFDWHGLQYHVWPHQWV LQ LQQRYDWLRQ7KHSXEOLFVHFWRUUHOLHVPRUHRQLQKRXVH LQQRYDWLRQ
E\ZRUNHUVDQGWKHLUPDQDJHUV7KLVVXJJHVWVWKDWWKH$36VKRXOGPDNHVSHFL¿FLQYHVWPHQWVLQ
LQQRYDWLRQUDWKHUWKDQMXVWKRSHWKHFXOWXUHRIH[LVWLQJSUDFWLWLRQHUVZLOOSURGXFHVRPH
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Illustrating  potential  innovation  initiatives
:KLOHIXUWKHUZRUNLVUHTXLUHGWRGH¿QHDQHI¿FLHQF\IRFXVHGLQQRYDWLRQDJHQGDIRUWKH$36WKHUH
DUHVRPHSRWHQWLDOH[DPSOHVWKDWFDQEHGUDZQIURPUHFHQWVWXGLHVWRLOOXVWUDWHWKHSRVVLELOLWLHV
» 7D[7UDQVIHUV\VWHPVLQJOHDFFRXQWSODWIRUP7KH$XVWUDOLD¶V)XWXUH7D[6\VWHP
5HYLHZFKDLUHGE\'U.HQ+HQU\LQFOXGHGVWUDWHJLFUHFRPPHQGDWLRQVIRUWDNLQJWKHWD[
DQGWUDQVIHUV\VWHPLQWRWKHstFHQWXU\GLJLWDODJHZLWKPDMRULQQRYDWLRQVWRLPSURYH
WKH LQWHUIDFHV EHWZHHQ EXVLQHVVHV KRXVHKROGV DQG JRYHUQPHQW178 ,W UHFRJQLVHG WKLV
ZRXOGWDNHQHZOHDGHUVKLSDQGFURVVDJHQF\FROODERUDWLRQDVZHOODVFORVHFRQVXOWDWLRQ
ZLWKEXVLQHVVHVDQGKRXVHKROGV7KLVH[DPSOHLVDJRRGLOOXVWUDWLRQRIWKHLGHDWKDWWKH
HI¿FLHQF\FRQVLGHUDWLRQVPXVWDSSO\DVPXFKWRWKHLPSDFWRIJRYHUQPHQWRQWKHUHVWRI
WKHFRPPXQLW\HJSULYDWHVHFWRUHI¿FLHQF\DVRQPHDVXUHGHI¿FLHQF\RIJRYHUQPHQW
VHUYLFHVDORQH7D[DQGWUDQVIHUSURFHVVHVVLQFHWKDWUHSRUWKDYHLQVWHDGUHPDLQHGODUJHO\
XQGHUUHVRXUFHGDQGVLORHG179  
» Public   service   design   and   behavioural   economics
,Q WKH8.DQGQRUWKHUQ(XURSHJRYHUQPHQWVKDYH LQUHFHQW
\HDUV EHHQ EXLOGLQJ FDSDFLW\ IRU SROLF\ DQG SURFHVV GHVLJQ
H[SHULPHQWDWLRQ LQ SURYLGLQJ SXEOLF VHUYLFHV LQFOXGLQJ
WHDPV WKDW KDYH GHYHORSHG VHUYLFH DSSOLFDWLRQV RI WKH ODWHVW
GHYHORSPHQWVLQWKHEHKDYLRXUDOVFLHQFHV1807KHVHFDQJUHDWO\
LPSURYH HI¿FLHQF\ WKURXJK EHWWHU SURFHVVHV DQG SROLFLHV
WKDW PRUH HIIHFWLYHO\ UHDFK FOLHQW WDUJHWV 7KH YHU\ PLQLPDO
$XVWUDOLDQ)HGHUDO*RYHUQPHQWHIIRUWVLQWKHVHDUHDVKDYHEHHQ
YLFWLPVRIJHQHUDOUHVRXUFHFXWEDFNVHJWKHFORVXUHLQRI
WKH'HVLJQ*RYSLORWVWXG\RIEXVLQHVVJRYHUQPHQWLQWHUDFWLRQV
EDUHO\DIWHULWEHJDQ181  
» Selection   of   infrastructure   projects 7KH 3URGXFWLYLW\ &RPPLVVLRQ KDV UHFHQWO\
UHOHDVHG D GUDIW UHSRUW RQ SXEOLF LQIUDVWUXFWXUH WKDW LV KLJKO\ FULWLFDO RI WKH SURFHVVHV
IRUSURMHFWGHYHORSPHQWDVVHVVPHQWDQGVHOHFWLRQ)DLOXUHVRISURFHVVLQWKLVDUHDKDYH
HQRUPRXVHI¿FLHQF\FRVWVDQGWKLVLVDYHU\JRRGH[DPSOHRIZKHUHLQYHVWPHQWLQSXEOLF
VHUYLFH FDSDELOLW\ DQG V\VWHPV LQFOXGLQJ LQ SURFXUHPHQW LV IDUPRUH OLNHO\ WR GHOLYHU
HI¿FLHQF\JDLQVWKDQFXWEDFNVWRUHVRXUFHVDYDLODEOHIRUWKHWDVN182
» Wiki-­based  policy  collaboration$QXPEHURIJRYHUQPHQWVKDYHEHJXQXVLQJµZLNLV¶
DVDWRROIRUFRPPXQLW\FRQVXOWDWLRQDQGFROODERUDWLRQ$ZLNLLVDW\SHRIZHEVLWHWKDW
DOORZVFROODERUDWLYHJHQHUDWLRQDQGHGLWLQJRILWVFRQWHQW±WKHPRVWZHOONQRZQH[DPSOH
LV:LNLSHGLD1837KHJRYHUQPHQWRIWKH&DQDGLDQSURYLQFHRI$OEHUWDXVHGDZLNLSODWIRUP
WRGHYHORSLWV6RFLDO3ROLF\)UDPHZRUNDGRFXPHQWVHWWLQJRXWWKHJRDOVWKHPHDVXUDEOH
UHVXOWVWREHDFKLHYHGDQGWKHUROHVRIDOOWKRVHLQYROYHGLQ$OEHUWD¶VVRFLDOSROLF\7KH
SODWIRUPDOVRLQFOXGHVDFRUHVHWRIDFWLRQVWKHJRYHUQPHQWKDVFRPPLWWHGWR1846XFKDQ
DSSURDFKDOORZVIRUFRPPXQLW\FRQVXOWDWLRQWKDWLVERWKEURDGHUDQGGHHSHUWKDQZKDW
FDQJHQHUDOO\EHDFKLHYHGWKURXJKSUHYLRXVFRQVXOWDWLRQPHWKRGVVXFKDVIRFXVJURXSV
7KHZLNLZDVDFFHVVHGE\SHRSOHDQGDOORZHGWKHPWR¿OOLQVXUYH\VDQGXSORDG
VXEPLVVLRQV DV ZHOO DV GLUHFWO\ HGLW ZLNL HQWULHV185 &RQVXOWDWLRQ RI WKDW TXDOLW\ DLGV
HI¿FLHQF\E\SURGXFLQJEHWWHUGHVLJQHGDQGPRUHLQIRUPHGSROLFLHVWRJHWKHUZLWKZLGHU
FRPPXQLW\VXSSRUWGXULQJLPSOHPHQWDWLRQ
 using ‘wikis’ as a tool for 
community consultation and 
collaboration… aids efficiency  
by producing better designed  
and more informed policies  
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Professional accountability
(QVXULQJDFFRXQWDELOLW\IRUDFKLHYLQJJRDOVLVFULWLFDOIRUWKHHI¿FLHQF\RIDQ\RUJDQLVDWLRQ7KH
DFKLHYHPHQW RI RUJDQLVDWLRQDO JRDOV DUH WKH UHVXOWV WKDW PXVW EH FRQVLGHUHG DORQJ ZLWK WKH
UHVRXUFHVXVHGWRREWDLQDJRRGDVVHVVPHQWRIWHFKQLFDOHI¿FLHQF\DVGLVFXVVHGLQ&KDSWHU
.QRZLQJZKDWRUJDQLVDWLRQDOJRDOVDUHEHLQJDFKLHYHGLVDOVRFULWLFDOWRDOORFDWLYHHI¿FLHQF\LWLV
LPSRUWDQWWRNQRZWKDWHIIRUWLVEHLQJDOORFDWHGWRWKHULJKWSODFH7KLVLVSDUWLFXODUO\LPSRUWDQWWR
SXEOLFVHFWRURUJDQLVDWLRQVOLNHWKH$36ZKLFKKDYHDGXW\WREHUHVSRQVLYHWRWKHSXEOLFLQWHUHVW
HPERGLHGLQVXFKJRDOV$FFRXQWDELOLW\LVQRWMXVWDERXWHQVXULQJEHWWHUVHUYLFHVLWLVDOVRDERXW
EHLQJUHVSRQVLYHHLWKHUGLUHFWO\RUWKURXJKWKHSROLWLFDOSURFHVVWRWKHJRDOVRIFLWL]HQV
7KLV VHFWLRQ GLVFXVVHV WKH DFFRXQWDELOLW\ VWUXFWXUHV RI WKH $36 LQFOXGLQJ WKH V\VWHPV WKDW DVVHVV
ZKHWKHUJRDOVDUHEHLQJPHWDWDOOOHYHOVIURPDJHQFLHVWRLQGLYLGXDOV2IFRXUVHDWDQLQGLYLGXDOOHYHO
LWLVRIWHQGLI¿FXOWRULPSRVVLEOHWRPDNHDGLUHFWFRQQHFWLRQEHWZHHQDFWLRQVWDNHQDQGZKHWKHUWKH
EURDGHUJRDOVRIDQRUJDQLVDWLRQDUHEHLQJPHW+RZHYHUDVLVGLVFXVVHGEHORZLWLVLPSRUWDQWWKDW
WKHUHEHVRPHDOLJQPHQWEHWZHHQWKHRXWFRPHVH[SHFWHGRIDQHPSOR\HHDQGWKHLURUJDQLVDWLRQ¶VJRDOV
$QH[DPLQDWLRQRIFXUUHQW$36DFFRXQWDELOLW\VWUXFWXUHVUHYHDOVWKH\KDYHEHFRPHWRRIRFXVHGRQ
ZKDWFDQEHHDVLO\PHDVXUHGRUHYHQZRUVHRQZKDWFDQHDVLO\EHFODLPHGWRKDYHEHHQDFKLHYHG
$ VHULRXV FRPPLWPHQW WR HI¿FLHQF\ LQ WKH$36ZRXOG LQYROYH DQ H[WHQVLYH UHYLHZRI WKH UROH
DQG FRQGXFW RI DFFRXQWDELOLW\ DUUDQJHPHQWV 7KLVZRXOG QHHG WR FRQIURQW VRPH IXQGDPHQWDO
TXHVWLRQVDERXWWKHVW\OHDQGVXEVWDQFHRIJRYHUQPHQWLWVHOIDQGDERXWWKHUHODWLRQVKLSVEHWZHHQ
WKHSROLWLFDODQGDGPLQLVWUDWLYHDUPVRIWKHSXEOLFVHFWRU
The  current  ‘performance  management’  approach
7KHHIIHFWLYHQHVVRISURFHGXUHVWRHQVXUHDFFRXQWDELOLW\LQWKH$36KDYHEHHQDFRQFHUQIRUPDQ\
\HDUV7KH5R\DO&RPPLVVLRQ5HSRUWRQ$XVWUDOLDQ*RYHUQPHQW$GPLQLVWUDWLRQWKH&RRPEV
5HSRUW 186TXRWHGRQHSXEOLFVHUYDQWVD\LQJµ1RPDWWHUKRZJRRG\RXDUH\RXGRQ¶WJHWDQ\ZKHUH,
ZRQ¶WEH¿UHGLI,DPDEDGZRUNHU,ZRQ¶WEHSURPRWHGLI,DPDJRRGZRUNHU¶7KHUHSRUWZDVYHU\
FULWLFDORIWKHVWDIIDVVHVVPHQWV\VWHPVRIWKHWLPH8QGRXEWHGO\LPSURYHPHQWVKDYHVLQFHEHHQ
PDGH+RZHYHUDUHSRUWRQWKH$36SHUIRUPDQFHIUDPHZRUNIRXQGWKDWLPSOHPHQWDWLRQRI
HIIHFWLYHV\VWHPVZDVXQHYHQDPRQJVWDJHQFLHV1877KH1DWLRQDO&RPPLVVLRQRI$XGLWUHSRUWDOVR
QRWHGWKDWWKHTXDOLW\RISHUIRUPDQFHUHSRUWLQJYDULHVPDUNHGO\DQGDFNQRZOHGJHGWKHQHHGIRU
LPSURYHGSHUIRUPDQFHLQIRUPDWLRQLQWKH$361886XI¿FHWRVD\WKHUHLVVWLOODJUHDWGHDORIZRUN
WREHGRQH/HVVWKDQKDOIRIDOO$36HPSOR\HHVIHHOWKDWWKHLUFXUUHQWSHUIRUPDQFHPDQDJHPHQW
V\VWHPZLOOKHOSWKHPLQLPSURYLQJWKHLUZRUN1897KLVJHQHUDOQHJDWLYHSHUFHSWLRQLVEDFNHGXSE\
LQYHVWLJDWLRQVRIVSHFL¿FHOHPHQWVVXFKDV.H\3HUIRUPDQFH,QGLFDWRUV.3,V
.3,VFDQEHDXVHIXOPHDQVRIPRQLWRULQJDQG LGHQWLI\LQJSUREOHPVZLWKSHUIRUPDQFH LQ WKH
SXEOLFVHFWRUXWLOLVLQJTXDOLWDWLYHDQGTXDQWLWDWLYHLQIRUPDWLRQWRVSXUDQGLQIRUPTXHULHVDVWR
ZKHWKHUGHSDUWPHQWDOJRDOVKDYHEHHQPHW7KLVLVEHQH¿FLDOWRHI¿FLHQF\DV.3,VFDQWKHUHIRUH
EH HPSOR\HG WR KHOS GLVFHUQ ZKLFK PDQDJHULDO PHWKRGV DUH ZRUNLQJ DQG ZKLFK DUH QRW
+RZHYHUWKHWKHRUHWLFDOSRWHQWLDOEHQH¿WVRI.3,VDUHQRWDOZD\VDFKLHYHGLQSUDFWLFH$
$XVWUDOLDQ1DWLRQDO$XGLW2I¿FHUHSRUWORRNHGDWDVHOHFWLRQRI.3,VDFURVVWKUHH$36DJHQFLHV
,WIRXQGWKDWWKHPDMRULW\RI.3,VPHWWKHFULWHULDRIEHLQJPHDVXUDEOHEXWPRVWIDLOHGWRµsignal  
the  impacts  of  program  activities’FRPSOHWHO\190$OVRQRQHRIWKHWKUHHDJHQFLHVKDG.3,VWKDW
DVDFROOHFWLYHGHPRQVWUDWHGERWK WKH IXOO UDQJHDQGTXDOLW\RI LWVDFKLHYHPHQWV LQ IXUWKHULQJ
SURJUDPREMHFWLYHV7KLVSURYLGHVDJRRGH[DPSOHRIWKHIRFXVRQZKDWFDQEHPHDVXUHGZLWKRXW
VXI¿FLHQWDWWHQWLRQRQWKHRXWFRPHV
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*LYHQ WKH GLI¿FXOWLHV ZLWK SUHYLRXV µSHUIRUPDQFH PDQDJHPHQW¶ V\VWHPV DQG KRZ FULWLFDO
DFFRXQWDELOLW\LVWRHI¿FLHQF\LWPD\EHXVHIXOWRH[SORUHDPRUHLQFOXVLYHDFFRXQWDELOLW\DSSURDFK
7KLVPLJKWEHWHUPHGDµSURIHVVLRQDODFFRXQWDELOLW\¶DSSURDFKLWIRFXVVHVRQRXWFRPHVDQGWDNHV
LQWRDFFRXQWWKHFULWLFDOUROHWKDWYDOXHVDQGUHODWLRQVKLSVSOD\LQHQVXULQJWKDWRUJDQLVDWLRQDO
JRDOVDUHPHW0DQ\RI WKH IHDWXUHVRI WKLVDSSURDFKDUHH[HPSOL¿HG LQDQRQSXEOLF VHUYLFH
FRQWH[WE\UHIRUPVRXWOLQHGLQWKH*UDWWDQ,QVWLWXWHUHSRUW0DNLQJWLPHIRUJUHDWWHDFKLQJ191  
6LPLODUWRZKDWLVGHVFULEHGEHORZWKLVDSSURDFKIRFXVVHVRQRXWFRPHVLQWKDWFDVHLPSURYHG
WHDFKLQJTXDOLW\7KHDSSURDFKDOVRLQFRUSRUDWHVSHHUDVVHVVPHQWDQGJLYLQJVWDIIÀH[LELOLW\DQG
DXWRQRP\LQSXUVXLQJLPSURYHGSHUIRUPDQFH
Need  for  a  focus  on  outcomes
$ FULWLFDO FKDOOHQJH IRU DQ\ RUJDQLVDWLRQ DWWHPSWLQJ WR PHDVXUH ZKHWKHU LWV JRDOV DUH EHLQJ
PHWLVWRPHDVXUHZKDWLVLPSRUWDQWUDWKHUWKDQZKDWFDQEHHDVLO\PHDVXUHG7KHLPSRUWDQFH
RI RXWFRPH JRDOV IRU SXEOLF VHUYLFH RUJDQLVDWLRQV LV ZLGHO\ DFNQRZOHGJHG192 7KLV IRFXV RQ
RUJDQLVDWLRQDORXWFRPHVLVYLWDOIRUDQXPEHURIUHDVRQV
)LUVWO\ LI WKH IRFXV LV RQ HDVLO\PHDVXUDEOH LQGLFDWRUV LW FDQ UHVXOW LQ WKH RUJDQLVDWLRQ RQO\
LQFUHDVLQJWKHDFWLYLWLHVWKDWDUHPHDVXUHGDQGQRWEHWWHUDFKLHYLQJLWVJRDOV$QH[DPSOHRIWKLV
LVPHDVXULQJKRVSLWDOZDLWLQJWLPHVGH¿QHGDVWKHSHULRGIURPWKHLQLWLDOFRQVXOWDWLRQWRWKH
UHFRPPHQGHGSURFHGXUHLQWKH8.ZKLFKUHGXFHGZDLWLQJWLPHVEXWRQO\E\GHOD\LQJLQLWLDO
FRQVXOWDWLRQV,QRWKHUZRUGVSHRSOHZHUHVLPSO\KDYLQJWRZDLWORQJHUWRJHWRQWRWKHZDLWLQJ
OLVWVWKHWRWDOWLPHSHRSOHVSHQWZDLWLQJIRUDSURFHGXUHKDGQRWGHFUHDVHGRQO\WKHQDUURZO\
GH¿QHGDQGPHDVXUHGµZDLWLQJWLPHV¶KDG193
6HFRQGO\RXWFRPHPHDVXUHVDUHLPSRUWDQWIRUH[WHUQDODFFRXQWDELOLW\DQGWUDQVSDUHQF\,IWKH
DFWLYLWLHVRISXEOLFVHUYLFHRUJDQLVDWLRQVDUHMXGJHGVLPSO\RQLQSXWVHJKRZPXFKPRQH\LV
EHLQJVSHQWRQDSUREOHPRURXWSXWVWKHDFWLYLWLHVXQGHUWDNHQLWFDQJLYHDIDOVHLPSUHVVLRQ
RIWKHLUSHUIRUPDQFH7KLVLPSUHVVLRQFDQEHIDOVHO\SRVLWLYHLI IRUH[DPSOHWKHDFWLYLWLHVDUH
QRWDFWXDOO\DGGUHVVLQJWKHSUREOHPHIIHFWLYHO\$OWHUQDWLYHO\LWFDQEHIDOVHO\QHJDWLYHVXFKDV
DFDVHZKHUHLWLVSHUFHLYHGWKDWPRQH\LVEHLQJVSHQWRQDSUREOHPWKDWLVQRWJRLQJDZD\ZKHQ
LQIDFWWKHSUREOHPLVEHLQJUHGXFHG$OWKRXJKLQSXWVDQGRXWSXWVDUHRIWHQHDVLHUWRPHDVXUH
XOWLPDWHO\LWLVWKHRXWFRPHVWKDWDUHWKHPDLQFRQFHUQIRUJRYHUQPHQWVDQGFLWL]HQV194
7KLUGO\WKHSURFHVVRIPHDVXULQJRXWFRPHVFDQLPSURYHSODQQLQJE\JLYLQJRUJDQLVDWLRQDOJRDOV
DQG SULRULWLHVPRUH FODULW\ %\ IROORZLQJ DQ RXWFRPHVEDVHG DSSURDFK WKH RUJDQLVDWLRQ FDQ
EHWWHUFODULI\ZKDWWKHLUREMHFWLYHVDUHLQWKHVKRUWDQGORQJWHUPDQGSURSHUO\DVVHVVKRZWR
SULRULWLVHWKHWRROVDQGUHVRXUFHVQHHGHGWRDFKLHYHWKRVHRXWFRPHV195  
,QRUGHUWRIRFXVRQRXWFRPHVDQRUJDQLVDWLRQQHHGVWRHQVXUHWKDWWKHJRDOVVWUDWHJLHVV\VWHPV
DQG SURFHVVHV LQYROYHG LQ WKLV PRQLWRULQJ DQG WKH RYHUDUFKLQJ RUJDQLVDWLRQDO FXOWXUH DUH
DOLJQHGZLWKWKHSULRULWLHVRIWKHRUJDQLVDWLRQ7KLVSURFHVVRIDOLJQPHQWUHTXLUHVRUJDQLVDWLRQV
WRKDYHFOHDUO\GH¿QHGDQGDUWLFXODWHGSULRULWLHV$VZDVPHQWLRQHGDERYHWKH$36KDVPXOWLSOH
DQGFRPSOH[JRDOVVRWKLVFODULW\FDQEHGLI¿FXOWWRDFKLHYH
*HRII*DOORSWKHIRUPHU3UHPLHURI:HVWHUQ$XVWUDOLDKDVDUJXHG$XVWUDOLDQHHGVDQDWLRQDO
SODQDQGDSURFHVVIRUGHYHORSLQJQDWLRQDOREMHFWLYHV1967KLVZRXOGEHLQDGGLWLRQWRVWUDWHJLF
SODQV DOUHDG\ FUHDWHG E\ VRPH DJHQFLHV $ QDWLRQDO SODQQLQJ SURFHVV ZRXOG SURYLGH EURDG
RXWOLQHVRIWKHSROLFLHVJRYHUQPHQWSURJUDPVDQGH[WHUQDOSDUWQHUVKLSVQHHGHGWRDFKLHYHWKHVH
REMHFWLYHV DQGZRXOG VHW RXWPRQLWRULQJ DQG HYDOXDWLRQPHFKDQLVPV7KLVZRXOGEH VLPLODU
WRSODQVGHYHORSHGE\6WDWHDQG/RFDO*RYHUQPHQWVVXFKDV6RXWK$XVWUDOLD¶V6WDWH6WUDWHJLF
3ODQDOWKRXJKLWZRXOGREYLRXVO\LQYROYHDJUHDWHUGHJUHHRIFRPSOH[LW\$QDWLRQDOSODQFOHDUO\
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RXWOLQLQJ WKH RYHUDOO JRDOV RI JRYHUQPHQW ZRXOG QR GRXEW PDNH WKH DOLJQPHQW RI DJHQFLHV¶
SODQQLQJZLWKWKHVHJRDOVPRUHHIIHFWLYHOHDGLQJWRDVWURQJHURXWFRPHIRFXV
2WKHUPHWKRGVDQGLQVWLWXWLRQVIRUGHWHUPLQLQJDQGLPSOHPHQWLQJQDWLRQDOSULRULWLHVDUHVHWRXW
in  Now  for  the  Long  TermWKHUHSRUWRIWKH2[IRUG0DUWLQ&RPPLVVLRQIRU)XWXUH*HQHUDWLRQV197  
7KH UHSRUW KLJKOLJKWV WKDW D ODFN RI ORQJWHUP WKLQNLQJ DQG SODQQLQJ LV ZLGHVSUHDG DFURVV
JRYHUQPHQWV LQVWLWXWLRQV DQG LQGXVWULHV ,W RXWOLQHV D QXPEHU RI LQLWLDWLYHV WKDW KDYH EHHQ
XVHGLQYDULRXVFRXQWULHVWRGULYHDPRUHVWUDWHJLFIRFXV7KHVHLQLWLDWLYHVLQFOXGHLQVWLWXWLRQV
VSHFL¿FDOO\VHWXSWRDGYDQFHWKHLQWHUHVWVRIIXWXUHJHQHUDWLRQVVXFKDV)LQODQG¶V&RPPLWWHH
IRUWKH)XWXUH2WKHU LQLWLDWLYHVIROORZDZKROHRIJRYHUQPHQWDSSURDFKVXFKDVWKHFUHDWLRQ
RI1DWLRQDO3ODQQLQJ&RPPLVVLRQV7KHUHLVDJUHDWGHDORILQWHUQDWLRQDODVZHOODV6WDWHDQG
/RFDO*RYHUQPHQWH[SHULHQFHWKDWFDQEHGUDZQRQWRGHVLJQDSURFHVVIRUGHWHUPLQLQJQDWLRQDO
JRDOV,QDGGLWLRQXVHIXOFRPSOHPHQWDU\SURFHVVHVDOUHDG\H[LVWDWD)HGHUDOOHYHOVXFKDVWKH
,QWHUJHQHUDWLRQDO 5HSRUW ZKLFK UHTXLUHV 7UHDVXU\ WR FRQGXFW D ORQJWHUP VWRFNWDNH RI WKH
LPSOLFDWLRQV RI H[LVWLQJSROLF\198 &ODULW\ DQG FURVVSDUW\ FRQVHQVXV RQ DW OHDVW VRPHQDWLRQDO
REMHFWLYHVLVDQHFHVVDU\FRQGLWLRQIRUWKHJRDOVRIWKHSXEOLFVHUYLFHWREHFOHDUO\VHW
$V PHQWLRQHG DERYH LW LV LPSRUWDQW WKDW HPSOR\HH JRDOV DUH DOLJQHG ZLWK RUJDQLVDWLRQDO
JRDOV2QHZD\WRDFKLHYHWKLVLVWRHQVXUHWKDWWKHZD\LQGLYLGXDOHPSOR\HHVFDQFRQWULEXWHWR
RUJDQLVDWLRQDOJRDOVLVPHDVXUHG7KLVUHTXLUHVFODULW\LQIRUPXODWLQJRUJDQLVDWLRQDOJRDOVDQG
FODULW\LQWKHGHVLJQRIDFFRXQWDELOLW\V\VWHPVWKDWUHODWHWRWKHVHJRDOV$36PDQDJHPHQWKDV
KDGGLI¿FXOW\DFKLHYLQJKLJKOHYHOVRIFODULW\1997KHHYDOXDWLRQRI.3,VGHVFULEHGDERYHSURYLGHVD
VSHFL¿FH[DPSOHRIWKHODFNRIFODULW\DIIHFWLQJDFFRXQWDELOLW\V\VWHPV*LYHQWKLVHPERGLPHQWRI
RUJDQLVDWLRQDOJRDOVLQDFFRXQWDELOLW\V\VWHPVPD\UHTXLUHEXLOGLQJIXUWKHUFDSDFLW\LQWKH$36
IRUWKHSURFHVVRIJRDOVSHFL¿FDWLRQDQGDOLJQPHQWZLWKDFFRXQWDELOLW\V\VWHPV$OHDGLQJUROHLQ
WKLVLVFRQVLVWHQWZLWKWKHµQHZ$36&¶SURSRVHGE\WKHAhead  of  the  gameUHSRUW200
$QRWKHUPHDQVRI IRFXVVLQJ$36DFWLYLWLHVRQRXWFRPHV LV LQFUHDVHG
GLUHFW FRQWDFWZLWK WKH SXEOLF E\ HQJDJLQJ FLWL]HQV LQ WKH SURYLVLRQ
RIVHUYLFHV7KLVNLQGRIFOLHQWGLUHFWHGDSSURDFKJLYHVFLWL]HQVPRUH
LQYROYHPHQW DQG WKHUHIRUH OLNHO\ D ELJJHU VD\ LQ WKH GHOLYHU\ RI
VHUYLFHV*UHDWHUFRQWDFWZLWKFLWL]HQVLVOLNHO\WRKHOSSXEOLFVHUYDQWVWR
DFKLHYHDGHHSHUXQGHUVWDQGLQJRIWKHLUJRDOV&OLHQWGLUHFWHGV\VWHPV
FDQ WDNH D QXPEHU RI IRUPV *RRG H[DPSOHV DUH LQLWLDWLYHV WHUPHG
µFRSURGXFWLRQ¶ $ QXPEHU RI VXFFHVVIXO FRSURGXFWLRQ LQLWLDWLYHV
KDYHEHHQFDUULHGRXW LQ WKH8.VXFKDV WKH&UR\GRQ6HUYLFH8VHUV
1HWZRUN6812017KLV LVDVXSSRUWQHWZRUNLQYROYLQJDSDUWQHUVKLS
EHWZHHQSHRSOHZLWK ORQJVWDQGLQJEHKDYLRXUDORUHPRWLRQDO LVVXHV
DQGSV\FKLDWULF SURIHVVLRQDOV ,W GUDZV WRJHWKHUSHRSOHZLWK VLPLODU
H[SHULHQFHV ZKR FDQ KHOS HDFK RWKHU DV LQGLYLGXDO FULVHV RFFXU
*URXSV DUH FRUXQ E\ D SURIHVVLRQDO DQG D IRUPHUPHPEHU RI 681
ZLWK OLYHG H[SHULHQFHRI SHUVRQDOLW\GLVRUGHU7KH FORVHSDUWQHUVKLS
RI SURIHVVLRQDOV DQG VHUYLFH XVHUV OHDGV WR D PXFK PRUH DFWLYH
UHODWLRQVKLSDQGKDVUHGXFHGXVDJHRIKRVSLWDOVE\PHPEHUV
1HHGIRUDQH[SHULPHQtalist  approach  to  measuring  outcomes
$ FKDOOHQJH IRU WKH GHVLJQ RI V\VWHPV WR HQVXUH RUJDQLVDWLRQDO JRDOV DUH PHW LV WKDW WKH
PHDVXUHPHQWRIZKDW LV LPSRUWDQW WKHRXWFRPHV LVRIWHQGLI¿FXOWDQGQRWDOZD\VSRVVLEOH WR
XQGHUWDNHWRSGRZQRUFHQWUDOO\ZLWKRXWWKHLQSXWRIWKRVHFORVHUWRWKHIURQWOLQHRIRSHUDWLRQV
  it is important that  
employee goals are aligned 
with organisational goals…  
This requires clarity in 
formulating organisational 
goals and clarity in the design 
of accountability systems.  
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1HLWKHURIWKHDERYHWZRGLI¿FXOWLHVZLWKRXWFRPHPHDVXUHVDUHDUHDVRQWRXVHLQSXWRURXWSXW
PHDVXUHVLQVWHDG$VRXWOLQHGLQWKHSUHYLRXVVHFWLRQWKH\KDYHPRUHVHULRXVGHIHFWV,QVWHDG
RQHDSSURDFKWR LPSURYHHI¿FLHQF\DQGHIIHFWLYHQHVVPD\LQFOXGHVRPHUHFRQFHSWXDOLVDWLRQ
RIDFFRXQWDELOLW\V\VWHPVIURPDQHPSKDVLVRQWRSGRZQµSHUIRUPDQFHPDQDJHPHQW¶WRPRUH
GHFHQWUDOLVHGPRGHOVVXFKDVJUHDWHUUHOLDQFHRQFOLHQWGLUHFWHGV\VWHPVVXEVLGLDULW\SULQFLSOHV
DQGHIIHFWLYHSURIHVVLRQDODFFRXQWDELOLW\7KLVPHDQVD IRFXVRQPXFKPRUHHIIHFWLYHRXWFRPH
PHDVXUHV+RZHYHUZKHUH FHQWUDOLVHGPHDVXUHPHQW LV OLNHO\ WR OHDG WR ÀDZHGPHWULFV WKHUH
QHHGV WREHDQ µH[SHULPHQWDOLVW¶ DSSURDFK WRDFFRXQWDELOLW\ WKDWDOORZV IRU WKHSRVVLELOLW\ WKDW
PHWULFVPD\QHHGWREHFRUUHFWHGDQGDGDSWHG
,QDGGLWLRQWR WKHGLI¿FXOWLHVSRVHGE\FUHDWLQJHIIHFWLYHRXWFRPHPHDVXUHV LW LVDOVRSRVVLEOH
IRU FHQWUDOO\ GHWHUPLQHGPHDVXUHV WR EHFRPH FRXQWHUSURGXFWLYH DV WKH ZRUOG FKDQJHV RU DV
NQRZOHGJHJURZV$VLPSOHH[DPSOHLVDVVHVVLQJSROLFHSHUIRUPDQFHE\WKHSHUFHQWDJHRIFULPHV
VROYHG,QWKH1HWKHUODQGVWKLVVWDWLVWLFZDVGHFUHDVLQJVXJJHVWLQJSROLFHSHUIRUPDQFHZDVJHWWLQJ
ZRUVH+RZHYHU WKLV IDLOHG WR WDNH LQWRDFFRXQW WKH FKDQJLQJQDWXUHRI FULPH LQ WKH FRXQWU\
&ULPHKDGEHFRPHPRUHYLROHQWVRWKHSROLFHZHUHGHDOLQJZLWKPRUHVHULRXVFULPLQDODFWLYLW\
EXWWKLVZDVQRWUHÀHFWHGLQWKHVWDWLVWLF$OVRWKHUHZHUHPRUHLQFLGHQFHVRIDUUHVWVIRUFULPHV
ZLWKPXOWLSOHSHUSHWUDWRUVHJYDQGDOLVPPHDQLQJPRUHFULPLQDOVZHUHEHLQJSURVHFXWHGEXW
WKLVWRRZDVQRWFRYHUHGE\WKHLQGLFDWRU202  
7KXV LWQHHGVWREHDFNQRZOHGJHGWKDWVRPHRXWFRPHEDVHGSHUIRUPDQFHPHDVXUHVZLOOQHHG
WRFKDQJHRYHUWLPH6XFKFKDQJHVZLOOUHTXLUHWKHLQSXWRIWKRVHEHLQJDVVHVVHGLIWKHPHDVXUHV
DUHWREHXVHIXO3RRUPHDVXUHVFDQFDXVHVLJQL¿FDQWSUREOHPVIRUHI¿FLHQF\DVWKH\FDQGULYH
RUJDQLVDWLRQVWRWDNHDFWLRQVWKDWDUHXQUHODWHGRUHYHQGHWULPHQWDOWRWKHLUJRDOV,QYHVWPHQW
LQJRRGPHDVXUHVLVHVVHQWLDODQGWKLVLQYHVWPHQWQHHGVWRLQFOXGHWKHLQSXWRIWKRVHZLWKIURQW
OLQH H[SHULHQFH DQG H[SHUWLVH 0HDVXUHPHQW VKRXOG QRW REOLWHUDWH IURQWOLQH GLVFUHWLRQ 7KLV
DSSOLHVWRERWKWKHFUHDWLRQRIPHDVXUHVDQGRQJRLQJPDLQWHQDQFHDQGLPSURYHPHQWRIWKHP
DVFLUFXPVWDQFHVFKDQJH$QH[SHULPHQWDOLVWDSSURDFKDOVRDGGUHVVHVERWKRIWKHGLI¿FXOWLHVLQ
FUHDWLQJHIIHFWLYHPHDVXUHVDQGLQPDLQWDLQLQJDQGDGDSWLQJWKHPRYHUWLPH
7KH WHUP µH[SHULPHQWDOLVW¶ LV WDNHQ IURP &KDUOHV 6DEHO¶V GHVFULSWLRQ RI µH[SHULPHQWDOLVW
LQVWLWXWLRQV¶ $ FRPPLWPHQW WR H[SHULPHQWDWLRQ DW DQ LQVWLWXWLRQDO OHYHO QHFHVVDULO\ UHTXLUHV
D OHYHO RI H[SHULPHQWDWLRQDQG LWHUDWLRQ LQPHDVXULQJSHUIRUPDQFHZLWKLQ VXFK LQVWLWXWLRQV203  
([SHULPHQWDOLVW LQVWLWXWLRQVDOORZ IRUGLVFUHWLRQEXW WKHGLVFUHWLRQ LV H[SOLFLWO\DXWKRULVHG ,Q
UHWXUQ WKH IURQWOLQH SURIHVVLRQDO PXVW SURYLGH GHWDLOHG LQIRUPDWLRQ RQ SURJUHVV LQFOXGLQJ
DJDLQVWDJUHHGPHWULFVDQGWKHGLVFUHWLRQDQGPRQLWRULQJLVUHYLHZHGE\SHHUV7KHDSSOLFDWLRQ
RI WKHVH LGHDV LQ DQ$XVWUDOLDQ FRQWH[W LV VXSSRUWHGE\7HUU\0RUDQ IRUPHU 6HFUHWDU\ RI WKH
'HSDUWPHQWRIWKH3ULPH0LQLVWHUDQG&DELQHWZKRKDVH[SUHVVHGDSSURYDOIRUµJLYLQJSHRSOHDW
WKHORFDOOHYHODEXQGOHRIUHVRXUFHVVRPHRXWSXWVWRGHOLYHUVRPHVWDQGDUGSULFLQJDUUDQJHPHQWV
DQGWKXVDZKROHORWRIIUHHGRPWRRSHUDWH¶204&RPPLWPHQWWRSHHUUHYLHZVXSSOLHVDFFRXQWDELOLW\
DQGDQRUJDQLVDWLRQDOOHDUQLQJPHFKDQLVPWXUQLQJGLVFUHWLRQIURPDSUREOHPIRURUJDQLVDWLRQDO
FKDQJHLQWRSDUWRILWVSURFHVV3HHUUHYLHZLQDFRSURGXFWLRQHQYLURQPHQWFRXOGDOVRLQFOXGHWKH
LQSXWRIVHUYLFHXVHUV
6DEHO FRQWUDVWV H[SHULPHQWDOLVW LQVWLWXWLRQV ZLWK RUJDQLVDWLRQV WKDW DUH VLPLODUO\ PDGH XS
RI SXEOLF VHFWRU ZRUNHUV ZKR EHFDXVH RI WKH FRPSOH[LW\ RI WKHLU ZRUN DQG LWV GLVWDQFH IURP
VXSHUYLVLRQURXWLQHO\H[HUFLVHGLVFUHWLRQVWKDWFDQQRWEHUHYLHZHG+RZHYHUVXFKGLVFUHWLRQLV
LQSUDFWLFHH[HUFLVHGZLWKLQDVHWRIWDFLWUXOHVWKDWDUHHPEHGGHGLQRUJDQLVDWLRQDOFXOWXUH7KLV
NLQGRIGLVFUHWLRQ LVDUJXDEO\XQGHVLUDEOH IRU WZRUHDVRQV)LUVWO\ LWPD\EHXQGHPRFUDWLF LI
VXFKFXOWXUDOO\HPEHGGHGUXOHVDUHXQUHVSRQVLYHWRERWKHOHFWHGUHSUHVHQWDWLYHVDQGWKHJHQHUDO
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SXEOLF¶VZLVKHV6HFRQGO\LWPD\EHLQÀH[LEOHRUJDQLVDWLRQDOFXOWXUHVWHQGWRFKDQJHVORZO\VR
VXFKGLVFUHWLRQPD\QRWDGDSWHIIHFWLYHO\WRUDSLGFKDQJHVLQFLUFXPVWDQFHV
7KH H[SHULPHQWDOLVW DSSURDFK DFNQRZOHGJHV WKH QHHG IRU LQYHVWPHQW LQ RXWFRPH PHDVXUHV
DQGIRUIURQWOLQHLQYROYHPHQWLQWKHGHYHORSPHQWDQGUHDVVHVVPHQWRIPHDVXUHVWRDYRLGIDOVH
PHDVXUHV PLVPHDVXUHPHQW DQG WKH LQHI¿FLHQFLHV WKDW UHVXOW 2XWFRPHV VKRXOG EH FHQWUDOO\
PHDVXUHGEXWWKHUHPXVWEHSURFHVVHVWRDOORZTXHVWLRQLQJDQGUHYLVLRQRIWKHPHDVXUHV,QWKLV
PDQQHURXWFRPHLQGLFDWRUVDUHXVHGWRJHQHUDWHTXHVWLRQVDERXWZKHWKHUWKHJRDORUWDUJHWKDV
EHHQPHWUDWKHUWKDQVLPSO\DQVZHULQJWKHTXHVWLRQµZKDWKDVEHHQSURGXFHGRUVXSSOLHG"¶7KLV
LVDOVRVLPLODUWRWKHFRQFHSWRIµGRXEOHORRSOHDUQLQJ¶DVGHVFULEHGE\&KULV$UJ\ULVDQG'RQDOG
6FKRQLQZKLFKLQGLYLGXDOVPD\TXHVWLRQDQGPRGLI\WKHJRYHUQLQJQRUPVSROLFLHVDQGREMHFWLYHV
RIDQRUJDQLVDWLRQXSRQWKHFRUUHFWLRQRUGHWHFWLRQRIDQHUURULQRUJDQLVDWLRQDOGHFLVLRQVDQG
DFWLRQV205 7KLV LV LQ FRQWUDVW WR VLQJOHORRS OHDUQLQJ ZKHUH WKH UHVSRQVH WR XQLQWHQGHG DQG
XQZDQWHGFRQVHTXHQFHVRIDQRUJDQLVDWLRQ¶VDFWLRQVLVWRVHHNQHZVWUDWHJLHVDQGWHFKQLTXHVWR
IXO¿OWKHFXUUHQWQRUPVSROLFLHVDQGREMHFWLYHVUDWKHUWKDQTXHVWLRQLQJWKHP
The  need  for  trust
$VGLVFXVVHGLPSURYHPHQWVLQWKHV\VWHPWRHQVXUHDFFRXQWDELOLW\ZLOOUHTXLUHPDQDJHUVWR
VWUHQJWKHQRXWFRPHVEDVHGDSSURDFKHVDQGHQFRXUDJHKLJKHUOHYHOVRIGLVFUHWLRQ7KHSRWHQWLDO
SUREOHPZLWKWKLVDSSURDFKLVWKHLQFUHDVHGXQFHUWDLQW\IRUSXEOLFVHUYDQWV&DSDFLW\WRRSHUDWH
LQXQFHUWDLQHQYLURQPHQWVZLOOQHHGWREHEXLOW
&DSDFLW\WRRSHUDWHZLWKLQXQFHUWDLQHQYLURQPHQWVLVDGGUHVVHGLQOLWHUDWXUHRQRUJDQLVDWLRQDO
WUXVWZKLFKLVGH¿QHGDVWKHµZLOOLQJQHVVWRDFWRQWKHEDVLVRIWKHZRUGVDFWLRQVDQGGHFLVLRQV
RIVHQLRUPDQDJHPHQWXQGHUFRQGLWLRQVRIXQFHUWDLQW\RUULVN¶206/DFNRIWUXVWKDVEHHQDIDFWRU
LQSUREOHPVZLWKSHUIRUPDQFHPDQDJHPHQW2077UXVWLQJUHODWLRQVKLSVQHHGQRWEHEOLQGRUQDwYH
LJQRULQJDYDLODEOHFOHDUHYLGHQFH,QVWHDGUHODWLRQVKLSVVKRXOGSURPRWHDXWKHQWLFWUXVWZKLFKLV
IRFXVHGRQWKHUHODWLRQVKLSLVUHÀHFWLYHDQGKRQHVWDQGLVEDFNHGE\UHDVRQVWRWUXVW208
$VVHVVPHQWV E\PDQDJHUV DUHQHFHVVDULO\ DQ LQWHUSUHWDWLRQ VR VWDII WUXVW LQ WKHLU VXSHUYLVRUV
DQGPDQDJHPHQWJHQHUDOO\LVQHHGHGWRDOORZIXOODQGIUDQNIHHGEDFNWREHJLYHQDQGDFFHSWHG
6LQFHQRWDOORXWFRPHVFDQEHPHDVXUHGWUXVWLQWKHYDOXHVDQGGHGLFDWLRQRISXEOLFVHUYDQWVLV
UHTXLUHG7UXVW LQPDQDJHPHQW LQ WXUQ LQFUHDVHV WKHYDOXH WKDWSXEOLFVHUYDQWVSODFH LQEHLQJ
DQGVWD\LQJLQWKHLURUJDQLVDWLRQ,WLQFUHDVHVWKHFKDQFHRIJHQXLQHSDUWLFLSDWLRQLQSURIHVVLRQDO
DFFRXQWDELOLW\DQGHQFRXUDJHVFRPPLWPHQWWRDUHDVRIZRUNWKDWFDQQRWEHIXOO\PHDVXUHG
7KHUH LV D JUHDWGHDO RI OLWHUDWXUHRQ WUXVW LQRUJDQLVDWLRQV DQG HIIRUWV WR VXSSRUW WUXVWPXVW
GUDZRQDYDLODEOHHYLGHQFH7KLVPHDQVWKDWWKHUHQHHGVWREHFRQWLQXLQJHIIRUWVWRLPSURYHWKH
DVSHFWVRI WKHSXEOLFVHUYLFHZRUNSODFHHQYLURQPHQW WKDWKDYHEHHQDVVRFLDWHGZLWK LQFUHDVHG
WUXVWLQPDQDJHPHQWVXFKDVFRPPXQLFDWLRQSURFHGXUDOMXVWLFHDQGRUJDQLVDWLRQDOVXSSRUW209  
6XFKIDFWRUVFDQEHVLJQL¿FDQWO\LQÀXHQFHGE\KXPDQUHVRXUFHVSROLF\
$OORXWFRPHIRFXVVHGDSSURDFKHVQHHGWUXVW$SURIHVVLRQDODFFRXQWDELOLW\DSSURDFKDFNQRZOHGJHV
WKLVDQGWKHUHIRUHDFNQRZOHGJHVWKHUHTXLUHPHQWWREXLOGDQGPDLQWDLQWUXVW,WVKRXOGEHQRWHG
WKDWWKHUHDUHEHQH¿WVWRVXSSRUWLQJWUXVWWKDWJREH\RQGHQKDQFLQJDFFRXQWDELOLW\V\VWHPV7UXVW
KDVEHHQLPSOLFDWHGLQUHGXFLQJF\QLFLVPZLWKUHJDUGVWRFKDQJH2107KLVZRXOGSUHVXPDEO\UHGXFH
LQWHUQDOUHVLVWDQFHWRLQQRYDWLRQVDQGPDNHWKHRUJDQLVDWLRQPRUHHI¿FLHQW$OVRHPSOR\HHVZKR
DUHHQJDJHGDQGFRPPLWWHGWRDQRUJDQLVDWLRQDQGWKHLUUROHVZLWKLQLWDFWDVSRVLWLYHDGYRFDWHV
IRUWKHLURUJDQLVDWLRQZKLFKLQWXUQLPSURYHVLWVSXEOLFLPDJHDQGUHGXFHVWKHFRVWRIUHFUXLWPHQW
DQGWUDLQLQJ
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Political  supervision  
0XFK RI WKH GLVFXVVLRQ DERYH RQ HQVXULQJ DFFRXQWDELOLW\ LV DSSOLFDEOH WR WKH UHODWLRQVKLS
EHWZHHQPLQLVWHULDORI¿FHVDQGWKHSXEOLFVHUYDQWVWKH\LQWHUDFWZLWK7KLVUHODWLRQVKLSUHTXLUHV
DQHTXLYDOHQWIRFXVRQRXWFRPHVDQGSHUKDSVDJUHDWHULPSHUDWLYHWREXLOGDQGVXSSRUWWUXVW
$UJXDEO\ WKH PRVW FULWLFDO UHODWLRQVKLSV LQ WKH RSHUDWLRQ RI JRYHUQPHQW DUH WKRVH EHWZHHQ
PLQLVWHUV¶ RI¿FHV DQG VHQLRU SXEOLF VHUYDQWV :RUU\LQJO\ WKHUH DUH LQGLFDWLRQV RI LQFUHDVLQJ
WHQVLRQVLQWKLVUHODWLRQVKLS
7KH(PSOR\HH6XUYH\VXQGHUWDNHQIRUSUHYLRXV6WDWHRIWKH6HUYLFHUHSRUWVKDYHLQVRPH\HDUV
DVNHGSXEOLFVHUYDQWVZKRKDYHKDGGLUHFWFRQWDFWZLWKPLQLVWHUVRUWKHLURI¿FHVWKHIROORZLQJ
TXHVWLRQ µKDYH \RX IDFHG D FKDOOHQJH LQ EDODQFLQJ WKH QHHG WR EH DSROLWLFDO LPSDUWLDO DQG
SURIHVVLRQDO LQGHDOLQJZLWK0LQLVWHUVDQGRU0LQLVWHUV¶RI¿FHV"¶2117KLVTXHVWLRQKDVQRWEHHQ
DVNHGVLQFHEXWGDWDIURPWKHSUHYLRXVIRXU\HDUVLVDYDLODEOHDQGUDLVHVDFRQFHUQ)LJXUH
 VKRZV WKHSHUFHQWDJH RI WKHSXEOLF VHUYDQWV WKDW KDYH FRQWDFWZLWKPLQLVWHUV¶ RI¿FHVZKR
UHSRUWHGIDFLQJVXFKFKDOOHQJHV
)LJXUH 3HUFHQWDJHRISXEOLF VHUYDQWVUHSRUWLQJGLI¿FXOWLHVZKHQ LQWHUDFWLQJ
ZLWK0LQLVWHUVDQGRU0LQLVWHUV¶RI¿FHV
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6WDWHRIWKH6HUYLFH6HULHV±$36&6WDWH
RIWKH6HUYLFH5HSRUW6WDWHRIWKH6HUYLFH6HULHV±
7KH GDWD LV OLPLWHG EXW VLJQV RI LQFUHDVLQJ VWUDLQ LQ WKLV FULWLFDO UHODWLRQVKLSPXVW EH WDNHQ
VHULRXVO\4XHVWLRQVRQZKHWKHUWKLVLVDORQJWHUPWUHQGZKDWWKHFDXVHVPLJKWEHDQGLILWLV
UHGXFLQJHI¿FLHQF\VKRXOGEHLQYHVWLJDWHG,WPD\EHWKDWDQDSSURDFKEDVHGRQRXWFRPHVDQGWUXVW
FRXOGLPSURYHWKLVUHODWLRQVKLS3HUKDSVWKHUHLVDQHHGWRPRYHDZD\IURPGDLO\PDQDJHPHQW
E\PLQLVWHUV¶RI¿FH6XFKRI¿FHVVKRXOGSHUKDSVIRFXVOHVVRQKRZWRUXQWKHSXEOLFVHUYLFHDQG
PRUHRQZKDWWRDVNRILW7KLVLVQRWLQDQ\VHQVHDQDUJXPHQWWKDWPLQLVWHUVVKRXOGKDYHOHVVRI
DUROHLQKROGLQJWKHSXEOLFVHUYLFHWRDFFRXQW&OHDUO\WKHSXEOLFVHUYLFHPXVWEHDFFRXQWDEOHWR
GHPRFUDWLFDOO\HOHFWHGUHSUHVHQWDWLYHV:KDWLVEHLQJSRLQWHGRXWLVWKDWWKHUHLVHYLGHQFHRIVRPH
G\VIXQFWLRQLQWKLVYLWDOUHODWLRQVKLSDQGWKLVLPSOLHVDQHHGWRUHWKLQNKRZLWLVDSSURDFKHG
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Conclusion
(I¿FLHQF\LQSXEOLFVHUYLFHVLVFULWLFDOLIZHZDQWRXUWD[GROODUVZHOOVSHQW
DQG RXU JRYHUQPHQW WR DFKLHYH DOO RI ZKDW ZH DV D FRXQWU\ WKLQN WKDW LW
VKRXOG8QIRUWXQDWHO\SXEOLFDQGSROLWLFDOGHEDWHVRQWKLVWRSLFDUHWRRRIWHQ
PLUHG LQPLVXQGHUVWDQGLQJV7KHHYLGHQFHRQHI¿FLHQF\ LVPLVUHSUHVHQWHG
RULJQRUHGWKHYHU\PHDQLQJRIWKHWHUPLVWZLVWHGWRVXLWRWKHUDJHQGDVRU
HYLGHQFHIUHHDUJXPHQWV
7KH GDQJHU LV WKDW ZH ULVN IDOOLQJ LQWR µIDOVH HFRQRPLHV¶ ± DFWLRQV WDNHQ
LQ WKHQDPHRIHI¿FLHQF\ WKDW OHDG WRZDVWHDQG LQHI¿FLHQF\HLWKHUZLWKLQ
JRYHUQPHQWRU IRU WKHZLGHU FRPPXQLW\7KHUHDUHDQXPEHURIGLIIHUHQW
IDOVH HFRQRPLHV SRVVLEOH :H FDQ KDYH RXU JRYHUQPHQW VWHS EDFN IURP
DFWLYLWLHV ZKHUH WKHUH LV FROOHFWLYH EHQH¿W LQ JRYHUQPHQW LQYROYHPHQW RU
VWHSLQWRDUHDVZKHQLWVKRXOGVWHSEDFN:HFDQPDNHWKHZURQJFKRLFHVRQ
KRZSXEOLFVHUYLFHVDUHGHOLYHUHGDQGZKRWKH\VKRXOGEHGHOLYHUHGE\:H
FDQIDLOWRPDWFKRXUH[SHFWDWLRQVRIZKDWJRYHUQPHQWVKRXOGGRZLWKWKH
UHDOLWLHVRIWKHUHVRXUFHVWKHVHH[SHFWDWLRQVUHTXLUH$QGLQWKHFRXUVHRIDUJXPHQWVRYHUWKHµVL]H¶
RIJRYHUQPHQWZHFDQVWLÀHRUORVHRSSRUWXQLWLHVWRLQFUHDVHWKHHI¿FLHQF\RIRXUSXEOLFVHUYLFHV
1R GLVFXVVLRQ RI HI¿FLHQF\ VKRXOG VWRS VLPSO\ DW FRQVLGHULQJ WKH FXUUHQW UHVRXUFHV ZH DUH
XVLQJ:HPXVWFRQVLGHUWKHUHVXOWVZHDUHJHWWLQJIRUWKRVHUHVRXUFHVERWKQRZDQGDVIXWXUH
LQYHVWPHQWV:HPXVWDOVRFRQVLGHUZKHWKHUWKRVHUHVXOWVDUHWKHZRUNZHZDQWGRQHDQGKRZ
WKLVZRUNVKRXOGDGDSWWRFKDQJLQJWHFKQRORJLHVDQGSUDFWLFHV7KHPRUHFRPSOHWHGH¿QLWLRQRI
HI¿FLHQF\RIIHUHGE\WKLVUHSRUWPDNHVFOHDUWKDWGHVSLWHWKHVWHUHRW\SHVRXUSXEOLFVHUYLFH LV
DOUHDG\UHODWLYHO\HI¿FLHQWZKHWKHU\RXFRPSDUHLWWRWKHSXEOLFVHUYLFHVRIRWKHUFRXQWULHVRUWR
WKHSULYDWHVHFWRU,WDOVRH[SRVHVWKHGDQJHURIVLPSOLVWLFDUJXPHQWVDERXWFXWVDQGDPLVJXLGHG
EHOLHILQJXDUDQWHHGEHQH¿WVIURPRXWVRXUFLQJRUSULYDWLVDWLRQ
$OWKRXJKRXUSXEOLFVHUYLFHLVUHODWLYHO\HI¿FLHQWLWLVRIFRXUVHQRWSHUIHFW$¿QDODGYDQWDJHRID
IXOOGH¿QLWLRQDQGDQDO\VLVRIHI¿FLHQF\LVVKLQLQJDOLJKWRQKRZZHFDQGHVLJQJHQXLQHHI¿FLHQF\
LPSURYHPHQWV7KLVUHSRUWVXJJHVWVWZRGLUHFWLRQVWKDWKDYHEHHQJLYHQLQDGHTXDWHDWWHQWLRQ
)LUVWO\RXUSXEOLFVHUYLFHFDQEHFRPHPRUHLQQRYDWLYHWKURXJK
» 7KHFUHDWLRQRIFURVVDJHQF\WHDPVWRKHOSGULYHLQQRYDWLYHDSSURDFKHVWRVHUYLFHV
» ,QLWLDWLYHV E\ DJHQF\ KHDGV WR IDFLOLWDWH ERWWRPXS LQQRYDWLRQV VXFK DV WHPSRUDULO\
LPSOHPHQWLQJPRUHSHUPLVVLYHVWDQGDUGV WRFUHDWHDZLQGRZIRUH[SHULPHQWDWLRQZLWK
QHZWHFKQLTXHVE\IURQWOLQHZRUNHUV
» 7DNLQJ D ORZ ULVN DSSURDFK WR SLORW SURJUDPV VXFK DV UXQQLQJPXOWLSOH VLPXOWDQHRXV
SLORWVWRUHGXFHWKHSROLWLFDOULVNRIDSLORWEHLQJVHHQDVµIDLOHG¶
» $ZDUGVDQGRWKHUVFKHPHVWRJLYHUHFRJQLWLRQWRLQQRYDWLYHSXEOLFVHUYDQWV
» $QLQQRYDWLRQLQYHVWPHQWIXQGWRSURYLGHDSXEOLFVHFWRUHTXLYDOHQWWRYHQWXUHFDSLWDO
FRPELQHG ZLWK PHFKDQLVPV WR FDSWXUH DQG VKDUH LQIRUPDWLRQ RQ LPSOHPHQWLQJ
innovations
6HFRQGO\PXFKPRUHFRXOGEHGRQHZLWKLQ WKHSXEOLF VHUYLFH WRGHYHORSDPRUHHI¿FLHQWDQG
HIIHFWLYH RXWFRPHIRFXVVHG DQG H[SHULPHQWDOLVW DSSURDFK WR DFFRXQWDELOLW\ 7KLV ZRXOG KHOS
HQVXUHRUJDQLVDWLRQDOJRDOVDUHEHLQJPHWDQGFRXOGLQYROYHWKHIROORZLQJLQLWLDWLYHV
 The danger is that  
we risk falling into  
‘false economies’  
– actions taken in the  
name of efficiency that 
lead to waste  
and inefficiency 
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» %XLOGLQJIXUWKHUFDSDFLW\LQWKH$36IRUWKHSURFHVVRIJRDOVSHFL¿FDWLRQDQGDOLJQPHQW
ZLWKDFFRXQWDELOLW\V\VWHPVSHUKDSVOHGE\WKH$36&
» 7KHFUHDWLRQRIDQDWLRQDOSODQRXWOLQLQJWKHSROLFHVJRYHUQPHQWSURJUDPVDQGH[WHUQDO
SDUWQHUVKLSV QHHGHG WR DFKLHYH JRYHUQPHQW REMHFWLYHV DORQJ ZLWK PRQLWRULQJ DQG
HYDOXDWLRQPHFKDQLVPV
» ,QFUHDVHGXVHRIFOLHQWGLUHFWHGV\VWHPVVXFKDVWKRVHLPSOHPHQWHGXQGHUFRSURGXFWLRQ
initiatives
» 6KLIWLQJ WRDQH[SHULPHQWDOLVWDSSURDFK WRDFFRXQWDELOLW\ZKHUH IURQWOLQHGLVFUHWLRQ LV
H[SOLFLWO\DXWKRULVHGDQGLQUHWXUQWKHIURQWOLQHSURIHVVLRQDOPXVWEHSHHUUHYLHZHGDQG
SURYLGHGHWDLOHGLQIRUPDWLRQRQSURJUHVVDJDLQVWDJUHHGPHWULFV
» ,QFUHDVHGHIIRUWVWREXLOGRUJDQLVDWLRQDOWUXVWE\LPSURYLQJDVSHFWVRIWKHSXEOLFVHUYLFH
ZRUNSODFHHQYLURQPHQWWKDWKDYHEHHQDVVRFLDWHGLQWKHOLWHUDWXUHZLWKLQFUHDVHGWUXVWLQ
PDQDJHPHQWVXFKDVFRPPXQLFDWLRQSURFHGXUDOMXVWLFHDQGRUJDQLVDWLRQDOVXSSRUW
» 5HYLHZWKHZD\VWKDWWKHSROLWLFDOOHYHOVRIJRYHUQPHQWUHODWHWRDQGRYHUVHHWKHSXEOLF
VHUYLFH
7KHREMHFWLYHRIWKLVUHSRUWKDVEHHQWRSUHVHQWWKHVHFRQFHSWVDQGVXJJHVWLRQVLQVXFKDZD\DVWR
HQDEOHPRUH$XVWUDOLDQVWRWDNHSDUWLQGHEDWHVRQWKHHI¿FLHQF\RISXEOLFVHUYLFHV,WLVLPSRUWDQW
EHFDXVH DVZDV VWDWHG DW WKHEHJLQQLQJ WKHZRUNRI WKHSXEOLF VHUYLFH UHSUHVHQWV RXUPRQH\
EHLQJVSHQWRQXVDQGWKHWKLQJVWKDWPDWWHUWRXV$FRPSUHKHQVLYHVWXG\RIHI¿FLHQF\SURYLGHV
DOO$XVWUDOLDQVZLWKWKHWRRONLWWRKDYHDVD\QRWMXVWDWWKHEDOORWER[LQSXEOLFGHEDWHVRQKRZ
WKLVPRQH\FDQEHVWEHVSHQW
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